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UNCERTAINTY AND THE UTILITY FUNCTION 


THE year 19341 saw the beginnings of a revolution in the 
methods of economic analysis. The concept of a determinate 
utility function to describe the make-up of an individual’s 
system of preferences began to be abandoned in favour of an 
indeterminate function that avoids the assumption of quantita- 
tive variability of preference. Indicative of this revolution is 
the way in which every modern book on economic theory abounds 
with diagrams of indifference curves, the concept of a system of 
indifference-classes ordered by preference having taken the place 
of the determinate utility function of classical economics. In 
1939 2 an attack on this new, or rather resuscitated, preference 
theory was sketched out, mainly on the ground that the assump- 
tion of indifference-classes is untenable, but the admission was 
none the less made that the preference theory, although false, 
nevertheless works; i.e., it gives rise to the same general 
conclusions as regards economic equilibrium as arise when one 
accepts utility theory, provided that the latter is formulated in 
such a way as to avoid what were felt to be shortcomings of the 
classical view. 

Further consideration has convinced me that the preference 
theory is not merely false but does not’ work; and obviously 
there is little to be said for a theory however elegant that besides 
being false is incapable of leading to conclusions that can be 
accepted as consistent with the simple realities of human be- 
haviour. I was unaware of this shortcoming of the preference 
theory because I confined my argument to consideration of those 
choices in which uncertainty of expectation with regard to the 
consequences of choice was assumed to be absent. Whether or 
not absence of uncertainty is common or rare, it seems clear 
that a theory that irretrievably breaks down when even a trace 
of uncertainty is present is not even serviceable as a preliminary 


1 J. R. Hicks and R. G. D. Allen, ‘“‘ A Reconsideration of the Theory of 
Value,” Zoonomica, 1934. 

2 W. E. Armstrong, “The Determinateness of the Utility Function,” 
Economic JOURNAL, 1939. 
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hypothesis. The present article attempts to prove that prefer- 
ence theory is precluded by its very nature from giving any 
account of the determination of choice if the individual’s expecta- 
tions show any diversity of degree or quality as regards uncer- 
tainty as to the consequences to him of the various alteinatives 
of choice. An attempt will also be made to show how, if one 
assumes the quantitative nature of both preference and uncer- 
tainty, a theory of choice can be constructed that does not 
obviously fly in the face of facts. 

Let us first see how preference theory answers the question 
as to how choice is determined when there is no uncertainty and 
let us re-state briefly the principal reason for rejection of this 
analysis. According to both preference and utility theory it is 
assumed that between any two alternatives of choice, A and B 
(e.g., @ pound’s worth of commodities selected in two different 
ways), an individual will have one of three attitudes: preference 
for A (APB), preference for B (BPA), or indifference between 
A and B (AIB). According to both theories, the preference- 
relation is assumed to be transitive, 7.e., if APB and BPC then 
APC, while, according to preference but not utility theory, the 
indifference-relation is also transitive. It follows, on preference 
theory, that the infinity of alternatives fall into a sequence of 
indifference-classes ordered by preference, and the theory asserts 
that a member of the indifference-class preferred to all other 
indifference-classes is chosen. It is thus clear that, even if pre- 
ferences did show quantitative variation, such quantitativeness 
would be irrelevant to the determination of choice. If we assume 
a law of diminishing marginal rate of substitution (i.e., a principle 
for the way in which alternatives of the above kind are grouped 
into indifference-classes) it is easy to see that the alternatives in 
fact presented in the above example (i.e., the ways of consuming 
a pound’s worth of commodities) give rise to an indifference-class 
of just one member preferred to all other alternatives, even when 
we assume both commodities and money to be perfectly divisible.? 
This surprising result is the consequence of the assumption which 
seems clearly fallacious that indifference is transitive. If we start 
with a given pound’s worth of commodities, there is no difficulty 
in thinking of a trifling substitution of one commodity for another 
at some ratio that leaves us indifferent, and starting with this 


1 Diagrammatically, given two commodities, represented by the two axes, 
the preference-system for all possible combinations is illustrated by a non- 
intersecting system of convexly shaped indifference curves, and a pound’s worth 
of. commodities by a straight line. The point of tangency of the latter to an 
indifference curve is the pound’s worth preferred to all other pound’s worths. 
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new combination, a further substitution, if sufficiently small, at 
the same ratio, can also be thought of that leaves us indifferent. 
Clearly, a series of such indifferences can be constructed, AJB, 
BIC, . . . EIF, such that when we compare A with F, the 
combination A is preferred to the combination F. That indiffer- 
ence is not transitive is indisputable, and a world in which it 
were transitive is indeed unthinkable. But if indifference is not 
transitive, then there are no indifference-classes, and the text- 
book diagrams with their masses of non-intersecting indifference 
curves do not make sense. 

Utility theory avoids this contradiction (or rather, it should do, 
for it is not uncommon for utility theorists to equate a constant 
utility curve with an indifference curve, which lands the utility 
theorist in precisely the same difficulties as the preference theorist) 
by denying the transitiveness of indifference. For utility theory 
indifference arises when utility-difference is sufficiently small and 
preference when it is sufficiently large, so that preferences vary 
in strength as common sense suggests, and, in the example given 
above, and assuming a law of diminishing marginal utility, choice 
will be only partly determined by preference, as common sense 
suggests, even though there is only one combination of maximum 
utility. This is so because there will be many combinations 
differing so little from this maximum as to be below the threshold 
of discrimination, so that indifference, not preference, is aroused. 

But in spite of this difference between utility and preference 
theory, so far as the degree of determinateness of individual 
choice is concerned, the assumption of constant utility curves 
having the same shape as the indifference curves of preference 
theory gives virtually identical conclusions for general equi- 
librium theory and it is this, no doubt, that explains its popularity 
amongst economists. 

On this assumption, why, then, if we remove the simplification 
that expectations are held with certainty, should there be any 
difficulty in explaining equilibrium on preference theory, and, if 
there is any difficulty, why does not the difficulty arise on utility 
theory? Let us simplify to the limit by assuming that an 
individual is confronted with two alternatives of choice, A and 
B, and let us suppose that A is expected with certainty to give 
rise to A’ and that B is expected with certainty to give rise to 
either B’ or B’’, coupled with an uncertain expectation both of B’ 
and B” (B’ and B” being, of course, contradictories). Let us 
suppose that A’ is preferred to B’ and that B” is preferred to A’ 
(the immediate objects of choice, A and B, being of no interest). 
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How, if this is the case, will our individual behave? Clearly, if 
B’ is expected with certainty, A will be chosen, while if B’’ is 
expected with certainty, B will be chosen. Both utility and 
preference theory would agree on this point. This at once 
suggests that if there is uncertainty as to the issue of B in B’ or 
B"', either A is chosen or B is chosen without hesitation or there is 
hesitation, according to the nature both of the uncertainty and the 
preference. Unfortunately, according to preference theory, pre- 
ferences differ only in their relative positions on a scale denoting 
mere order; a preference is neither strong nor weak; there is 
no variable determinate quality of preference which allows us 
to classify them in any way other than their orderliness and 
even this classification is possible only between preferences that 
are “contained in” one another owing to the transitiveness of 
the preference-relation (as, for example, the preference of A to B 
is “‘ contained in” the preference of A to C, if B is preferred to 
C). Therefore, in the above example, the only way in which 
preference can contribute to determining the choice is by its 
pattern, i.c., A’PB’. B’’PA’. Admittedly this pattern combined 
with certainty of B’ determines that A is chosen, while combined 
with certainty of B” determines that B is chosen; but what 
rule is to operate for the various ways in which B’ and B” might 
be expected with uncertainty? For example, let us suppose 
that, when B’ and B” are expected with equal uncertainty, 
choice is indeterminate, while if B’ is expected with less uncer- 
tainty than B’’, A is chosen, and if B” is expected with less 
uncertainty than B’, B is chosen. The theory is at once dis- 
proved by reference to the facts. Cases can be found of the 
above preference-pattern in which there is choice without hesita- 
tion (and therefore clearly determined by the individual’s pre- 
ferences and expectations) that disobey the above rule and any 
rule that we like to imagine. “This, of course, is not in the least 
surprising. We are all familiar with the fact that, with given 
wants we may be prepared to take small risks but not large ones, 
or, when the risks are given, that we take a large risk only if 
the want is, as most of us would not hesitate to put it, sufficiently 
intense. In other words, whenever there is uncertainty, it is the 
strength of a preference, not the mere fact of preference, that is 
relevant to choice. Utility theory, therefore, can handle cases 
such as the above with ease; it merely has to search for a deter- 

1 By indeterminate it is meant that the situation as contemplated does not 


enable the individual to make up his mind on the basis of his expectations and 
preferences. 
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mining function, the variables of which are the two preferences, 
A’PB’ and BPA’ expressed quantitatively, and the uncertainties 
of expectation i.e., certainty of A’, if A is chosen, and the un- 
certainties of B’ and B”, if Bis chosen. The required function 
should show a range of values determining choice of A, another 
range determining choice of B, and an intermediate range for 
which choice is indeterminate.- One such function may be sug- 
gested as characteristic of certain rarely sophisticated individuals 
of a coldly calculating type. I would suggest that for such 
temperaments the function approximates to that which, if 
uncertainties were probabilities, leads an individual to choose 
that alternative of the two which makes the product of prob- 
ability and utility appreciably the greater, and to indeterminate- 
ness of choice if the difference between these products is sufficiently 
small. But, whatever the function may be, a function is con- 
ceivable, whereas on preference theory the possibility of any kind 
of function, giving the kind of variability of choice required, is 
ruled out by pure logic. In other words, while it is not incon- 
ceivable that utility theory should both be true and work, it is 
manifestly inconceivable for preference theory either to be true or 
to work. 

In case any doubt should remain as to the completeness of 
the case against the workability of preference theory (disregard- 
ing the question of its truth), the above argument may be put 
somewhat differently. Consider a situation in which there is a 
given preference-pattern having only the orderly characteristics 
required by preference theory. Let there also be a given uncer- 
tainty-pattern, by which I mean that expectations are of a given 
kind including some held with uncertainty, 1.e., without making 
any assumptions as to the nature of uncertainty other than the 
identifiability of the attitude (for it may, possibly, be questioned, 
particularly by exponents of preference theory, whether the 
uncertainty-attitude is quantitative—it might be merely inde- 
terminate and orderly). Then, on preference theory, any situa- 
tion with the same preference-pattern and the same expectation- 
pattern must show choice to be determined in the same way 
(t.e., must reveal exactly the same kind of determinateness, 
including indeterminateness, of choice). But an individual, 
without change of these patterns, will speak of a strong prefer- 
ence in one case and a weak preference in another, choosing 
differently in the former case from the latter, because, as he 
puts it, his preference overrides his uncertainty. Now we can, 
of course, refuse to accept the individual’s analysis of his reasons 
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for choice, but we cannot refuse to admit the fact of his choice. 
Thus, choices do arise contrary to the preference principle and 
therefore the theory, even as a working theory merely, is unten- 
able. By the same argument we can also dispose of the suggestion 
that uncertainty is quantitatively indeterminate but orderly, since 
no matter whether we adopt the determinate or indeterminate view 
of utility, we can imagine an unchanged pattern both of prefer- 
ence and uncertainty, associated with a change in what the 
individual calls the degree of his uncertainty, that reverses his 
choice. Here again we can refuse to accept the individual’s 
analysis of the reasons for his choice, but we cannot refuse to 
accept the fact. Therefore uncertainty cannot be merely in- 
determinate and orderly.’ 

If preference theory will not work for the highly simplified 
case, there is even less chance of its working for the kinds of 
cases that occur in reality; but it does not follow that because 
utility theory can be made to work for the simplified model it 
can be made to work for the real world. Even a simple economic 
choice, the spending of a pound, means an infinity of alternatives, 
and it can legitimately be questioned whether even utility theory 
can be made to work for situations in which there may well be 
an infinite variety of alternatives as well as an infinite diversity 
of expectations. Indeed even the suggestion that the preference 
factor in choice is simply the utility function for anything so 


1 A more direct proof of the determinateness of the uncertainty-attitude may 
be suggested on the following lines. If I am certain of “‘ A-or-B”’ and I am un- 
certain of A, my uncertainty of B is complementary to my uncertainty of A 
(the one uncertainty implying the other). I can imagine an uncertainty of A 
that is indistinguishable from certainty, with its complement of maximum 
uncertainty of B (indistinguishable from certainty of not-B). I can also imagine 
an uncertainty of A identical with my uncertainty of B. The variable quality, 
which we call uncertainty, has, therefore, two limits (certainty and certainty of 
the contradictory) and a middle position equidistant from these limits. By the 
same argument we can find an uncertainty which is midway between this position 
and certainty, and thus we can continue to build up a scale on which any un- 
certainty can be located. This is only another way of saying that uncertainty 
has, at least, intensive magnitude, conveniently expressed as a fraction of what- 
ever number is used to indicate certainty. 

It may, however, be noted that, while expectations may be held with any 
degree of uncertainty from 0 to 1 (where these numbers are used for the limiting 
positions of certainty and certainty of the contradictory), there is no evidence 
that an expectation necessarily has the characteristic of either uncertainty or 
certainty. It does seem to be the case that at times our expectations are neutral 
in the sense that we think about events without adopting any given uncertainty- 
attitude towards them, i.e., we just do not know whether they will happen. 
Clearly the complement of a neutral expectation is also a neutral expectation, 
i.e., if, when I am certain of “ A-or-B,’’. I have a neutral expectation of A 
then I also have a neutral expectation of B. 
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straightforward as the infinity of ways of consuming collections of 
commodities is an extreme simplification. We can never, strictly 
speaking, say that we prefer consumption collection A to collec- 
tion B, for the simple reason that even the totality of a person’s 
consumption at a moment is only a part of his experience, which 
has both a past and a future, and the setting within which he 
consumes is an important factor in his preference. Even if the 
setting of two alternatives remains the same, whichever is chosen, 
it is nevertheless the one alternative in its context of a mass of 
other happenings that is preferred to the other alternative in that 
same context; it is not a preference between the two alternatives 
in vacuo, as it were.! Furthermore, the difficulty of discovering 
what are the terms between which preferences hold is paralleled 
by a similar difficulty in discovering what are the alternatives of 
choice. Broadly speaking, alternatives of choice are never the 
alternatives of preference, if only because choice is necessarily 
choice of an event having some generality, while preferences 
necessarily hold between particular events, even though these 
particular events would seem to embrace the whole universe of 
which the individual has an awareness. I can choose between 
this and that in a general way, but I am quite incapable of choos- 
ing the event in all its particularity which in fact occurs when 
my choice is made. 

In order to see how these difficulties can be handled, let us 
consider two alternatives, A and B (for no essential difficulty 
arises out of the mere number of alternatives). Let the universe 
of events be indicated by n parameters, so that a particular 
universe is indicated by a determinate value for each of the 
parameters. This universe as it is (i.e., has been and will be) 
would thus be indicated by a particular set of values (and, no 
doubt, the number of parameters would need to be infinite). 
Let EH, indicate the expectation-pattern of events, if A is chosen, 
and E,, if Bis chosen. Now even if an individual thought about 
the whole universe (a most extreme assumption) his expectation 
of any given set of values, z,, x, . . . would have zero cer- 
tainty,? but this uncertainty becomes finite for sets of ranges of 


1 “* Better is a dinner of herbs where love is than a stalled ox and hatred 
therewith.” 

2 Since we usually speak of degrees of uncertainty, certainty having only one 
degree, we propose, for mathematical convenience, to use the number | to describe 
quantitatively the uncertainty known as certainty and the number 0 to describe 
quantitatively the uncertainty known as certainty of the contradictory. This 
does unfortunately involve the awkwardness of using a larger number for what 
would ordinarily be called a smaller uncertainty. 
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values of all the parameters, since it becomes unity for the com- 
plete range of all values of all the parameters. In other words, 
what I propose to call an uncertainty-density function can, in 
theory, be found to describe Z, and E3. 

Consider a small range of variation of each of the variables, 
i.€., 2, tox, + 8%,, x, to x, + d2,, . . . and let de, be the uncer- 
tainty of expectation that the universe lies within this range. 
Let Sv be this hyper-volume that includes the point, x,, 7... ., 


then oe is the average density of uncertainty of expectation over 


dv 
this range, or, in other words, 2. dv > 0 (i.e., dz, > 0,57, > 0, . . .) 
is the density of uncertainty at x,,7, ... Thus an uncertainty- 
density function can, in theory, be constructed for ZH, and another 
for Ez. 

We have, of course, on utility theory a determinate utility 
function, u(z,, x, . . .) from which follow the preferences and 
indifferences for different universes, and our problem is whether 
it is conceivable that these three functions could together settle 
how the choice between A and B is determined (whether A is 
chosen without hesitation or B or whether the choice is indeter- 
minate). The conceivability is demonstrated, if we can adopt a 
hypothesis (without any consideration as to its truth) that works. 

Let us, then, try out the hypothesis (as we did for the simple 
case discussed earlier on) that an individual treats uncertainties 
as probabilities and that his choice is based on maximising the 
product of probability and utility (or, for short, the probability 
of utility). Now the above three functions do determine two such 
magnitudes for choice of A and choice of B respectively, and, 
therefore, given a minimum difference between these magnitudes, 
below which choice is indeterminate, a principle for determining 
whether A or B is chosen. 

To see how this can be arrived at, consider the range (x,, x, . . .) 
to (x, + 5x,, t + 52, .. .), t.¢., the hyper-volume 6v, then, 
assuming utility constant over this range at u, the product of 
probability and utility is u.de,, if A is chosen, and w.de,, if B is 
chosen. Summating the 46v’s, then 2u.de, is the probability of 
utility from the choice of A and 2u.dez is the probability of 
utility from the choice of B. Therefore, in the limit, summating 


the 5v’s, 5v-—> 0, the probability of utility is | u(x) . c4(x) . dv, 


if A is chosen, and if u(x) .¢;(z).dv, if B is chosen (where 


u(x) = u(x, 2%, .. .) is the utility function, and c,4(x) =c,(z,, 
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Yq, - - -) and Cp(x) = Cz (2,, X, . . .) the two uncertainty-density 
functions). Then, on the hypothesis adopted, if one integral is 
estimated to be greater than the other, A or B is chosen according 
to which estimate is the greater, while if no inequality is detect- 
able choice is indeterminate. Of course, we do not think about 
everything (i.e., we ignore much of the universe, in particular 
most of the past and much of the future), nor are we aware of 
attempting to solve complex integrals. That, however, is no 
objection to but rather a recommendation of the theory, explain- 
ing as it does our awareness of the difficulties in the way of 
choosing well in the actual circumstances of life and the extent 
to which intelligent persons are prone to hesitation. 

It is, of course, most unlikely that the particular hypothesis 
tried out above approximates closely to the way in which choice 
is motivated, except perhaps for rare temperaments, but there 
is no difficulty, in theory, in constructing hypotheses to meet any 
kind of assumption as to the way in which uncertainty and pre- 
ference co-operate to determine choice. In other words, the 
mere complexity of real situations creates no essential difficulty 
for the utility theory of choice. 

The conclusion we have reached is that choice is always the 
result of calculation, however abbreviated this calculation may 
be, based on our estimates of a determinate utility-pattern and 
the determinate uncertainty-patterns of the alternatives of choice. 
And we have shown that if, instead of a determinate utility- 


pattern u,, U.,... we have only an indeterminate utility- 
pattern, 1.€., u,, Ue, . . . merely fall into a preference-sequence of 
indifference-classes, (U,, Up, . . .), (Uy, Up, - . -), - - - Where a, 6, 


c.. .are different integers, then no basis for choice can be con- 
ceived. But there would seem to remain one last way of escape 
for preference theory and that is to assume that preference and 
indifference relations hold between uncertainties. At first glance, 
there would appear to be nothing absurd in the concept of pre- 
ferring the }-uncertainty of A, let us say, to the }-uncertainty 
of B, and the preferring the }-uncertainty of B, let us say, to 


1 Of special interest in this connection are a number of articles by G. L. 8. 
Shackle in the Economic Journat and Economica, and, in particular, Expectation 
in Economics, which is to be published shortly by the Cambridge University 
Press and which I have been privileged to see in MS. While I am loath to 
abandon the hypothesis tried out above as having some approximation to truth 
for much human behaviour, Mr. Shackle makes out a strong case for a function 
that works somewhat differently and I find his “‘ psychology ”’ persuasive and 
his constructions most elegant. His method also has, I feel, certain advantages 
for dealing with what 1 have called ‘“‘ neutral expectations,"’ a problem I have 
tacitly ignored. 
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the }-uncertainty of A. If, however, what we mean by pre- 
ferring A to B is that the existence of A is preferred to the exist- 
ence of B, the relation of preference must be quite a different 
relation when it holds between uncertainties, since uncertainties 
are not existences. It is surely clear that what I mean when I 
loosely say that I prefer one uncertainty to another is that I 
prefer to adopt one line of action, having uncertain consequences, 
where “ prefer” now means “ choose.” A loose use of language 
has led to the identification of two quite different concepts. In 
other words, if APB means that I prefer the existence of A to 
the existence of B (and this is clearly what is meant by prefer- 
. ence both by preference and utility theorists), then (A uncertain) 
P (B uncertain) is meaningless. If we give a meaning to prefer- 
ence in the latter case, and a meaning that is not merely a 
synonym for choosing, then we must abandon the first meaning, 
so that APB means preferring the certainty of A to the certainty 
of B and does not mean preferring the existence of A to the 
existence of B (a preference between thoughts is not the thought 
of a preference). But surely few propositions about human 
experience are better established than the proposition that human 
beings have preferences without any reference whatever to 
expectations. To deny that these preferences have something 
to do with choice, to deny that it is such preferences together 
with expectations that determine choice is surely too big a price 
to pay for the doubtful privilege of denying quantitativeness to 
a psychological relation. Moreover, even if it were considered 
worth while to pay such a price in order to retain an indeter- 
minate utility function that will explain the phenomena of choice, 
the indeterminate utility function postulated by Hicks and Allen 
is not the required function since it is alternative existences, not 
alternative uncertainties, that fall into relations of preference and 
indifference according to their view.1 Preference theory, as at 
present formulated, fails, therefore, completely to provide a theory 
of choice—the theory is not merely untrue but does not even work. 


W. E. ARMSTRONG 
University College, 


Southampton. 
1 The utility function u(z, y, . . .), postulated by Hicks and Allen, assumes 
that z, y . . . are linear variables, expressing quantitative variation of the con- 


stituents of an alternative. An additional variable, c, is required to stand for 
the uncertainty of the whole combination, if preferences hold between uncer- 
tainties, but no mention of such a variable is made by the above writers. Further- 
more, the extension of the law of decreasing marginal rate of substitution to 
cover this variable would be quite inadequate to represent the way our behaviour 
is affected by uncertainty. 
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THE TRANSPORT ACT 1947 


1. Tue Nine Parts OF THE ACT 


Tue Transport Bill was published late in November 1946 and 
received the Royal Assent on August 6, 1947. 

Part I sets up the bodies—Transport Commission and Execu- 
tives—which are to administer the new organisation, lays down 
their powers and duties, and establishes a machinery of consulta- 
tion, the Transport Users’ Advisory Committees. Part II transfers 
railway and canal undertakings to public ownership and states 
the terms on which the present owners are to be compensated. 
Part III specifies the categories of road motor carriers which shall 
be nationalised, provides for the compensation of existing owners, 
and defines the services which may be performed by the (short- 
distance) “‘A” and “ B” carriers remaining in private hands. 
Part IV contains proposals for passenger road transport, harbours 
and coastal shipping. Part V unites in a Transport Tribunal the 
jurisdiction previously exercised by the High Court, the Railway 
and Canal Commission, the Railway Rates Tribunal and the Road 
Traffic Appeal Tribunal; and lays on the new Tribunal certain 
duties in respect of the charges to be levied by the Transport 
Commission. Part VI discusses finance and revenue. Part VII 
deals with the conditions of employment and pensions of the 
Commission’s servants and the compensation to be afforded in 
certain cases to the employees of the acquired undertakings. 
Part VIII provides for the arbitration of disputes arising out of the 
Commission’s powers of acquisition and Part IX, “ Miscellaneous 
and General,’’ contains clauses protecting the right of Travel 
Agencies, renames the Traffic Commissioners, allows special 
compensation to local authorities, etc., etc. The fifteen schedules 
set out the names of the railway and canal undertakings whose 
property is to be nationalised; the securities which will be ex- 
changed into British Transport Stock and the price at which the 
principal railway and canal shares are valued for this purpose ; 
the compensation for the acquisition of privately owned railway 
wagons and the classes of wagon exempt from restriction; the 
definition of the ‘‘ average annual net revenue ”’ of road transport 
undertakings; lists of statutes repealed, “ meanings”’ and the 
usual content of such addenda to Acts of Parliament.* 


1 Transport Act 1947, 10 & 11 Geo. 6, Chapter 49. 
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It is clearly not possible at the moment—November 1947 or 
two months before Vesting Day—to forecast with any assurance 
the shape which the transport services of the country will assume. 
Many of the clauses and schedules are concerned with the terms on 
which ownership is to be transferred, questions of equity which I 
shall not discuss. For the rest, the Act creates an immense 
administrative hierarchy empowered to do almost anything 
considered desirable to promote a properly integrated system of 
transport. Everything consequently depends upon the manner in 
which the responsible officials exercise their powers, upon the 
decisions of the Tribunal and the use which the Minister (and his 
department) make of their rights of direction. The parties 
principally affected by the Act are the railway companies and the 
long-distance hauliers who are being absorbed into the one under- 
taking and the traders and travelling public who will be the 
Commission’s customers. The economic consequences of the 
Act, as far as they can be foreseen at the moment, are thus to be 
sought in its impact upon the organisation of railways and long- 
distance haulage; and through an examination of the schemes 
of rate-making which the Commission may be expected to adopt. 


2. ORGANISATION 


(i) Railways. Railway undertakings, if I may repeat a 
commonly accepted and well-understood principle, are and must 
be large organisations. The economics of consolidation are 
great and a unified system can give more easily and efficiently 
the through working and through service which the trader 
demands. The British railways now are outstanding examples 
of undertakings controlled by officials, not by the proprietors, 
and the transfer of the companies to public ownership does 
not at this stage introduce any revolutionary principle of economic 
organisation. The efficiency or otherwise of a large undertaking 
depends not upon the type of ownership but upon the men who 
are managing it and the design of the organisation itself. If the 
machine is sensitive to local variations and individual needs, the 
officials vigorous and enterprising, the concern itself will display 
those qualities. If, on the other hand, the effective managers are 
themselves dilatory and lack initiative, the administration will be 
heedless of traders’ requirements, and the whole undertaking 
whether publicly or privately owned lapse into a commercial failure. 
The Lord President of the Council expressed his conviction “ that 
under public ownership, we shall find it easier . . . to find for the 
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seatson the public boards men of the necessary enterprise, initiative 
and ability ’”’.1 But the problem of selection extends far beyond 
the members of the Commission and Executives and we cannot at 
the moment say with any assurance which type of ownership, public 
or private, provides the better guarantee that the most able and 
enterprising men will be chosen as managers and administrators. 

The Commission, that ‘‘ small body of persons with time to 
think and plan ” the “ revolutionary ” improvements anticipated 
by the Minister,’ have already been appointed and so have three 
Executives: Railway, London Transport, Docks and Inland 
Waterways. The Commission have just (November—December 
1947) announced their scheme for the reorganisation of the 
British Railways. The four main-line companies disappear, their 
properties being re-formed into six “regions.” Three of these 
correspond broadly to the districts served at present by the 
Southern and Great Western Railways and the London, Midland 
and Scottish Railway south of the Border. The English section 
of the L.N.E.R. is divided between a North-Eastern (the ghost of 
one of its constituent companies) and an Eastern region. The 
Scottish railways form one region, managed from Glasgow. It 
is worth remembering that a similar proposal in 1921 was dropped 
on the ground that the revenue from an entirely Scottish group of 
railways “‘ would not be sufficient to give a fair return upon the 
capital invested.” 

Members of the Railway Executive will each assume a group 
of functions exercised through subordinates in the regions. The 
Chairman alone is free from departmental responsibilities. Work 
in the regions (broadly the areas covered by the former amalga- 
mated companies) is co-ordinated by Chief Regional Officers. 
But these officers, although highly placed, are not to enjoy the 
powers of general manager—the chain of command leads direct 
from the department in the region to the member of the Execu- 
tive responsible for the particular function concerned. 

A layman is obviously not qualified to criticise internal 
questions of railway management and we have as yet the Com- 
mission’s scheme only in the barest outline. But this distribu- 
tion of responsibility on the basis of function stretching down from 
members of the Executive throughout each of the regions bears 
a family resemblance to that highly centralised ‘‘ departmental ” 
type of administration usual among the small compact railways 
of the nineteenth century. As railways became larger, a number 


1 Hansard, Vol. 431, col. 2080. 
* Ibid., col. 1624. The names are appended. 
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at least found it desirable to substitute the geographical area or 
“division ” as the unit of management. .This type of organisa- 
tion, perhaps less efficient technically owing to a possible lack of 
extreme specialisation at divisional headquarters, had the advant- 
age nevertheless of subordinating the experts to a manager 
responsible for the whole service and for the local execution of 
commercial policy. There are, as yet, no such officers in the 
regions proposed by the Commission. The powers of the former 
general and divisional managers appear to be concentrated in the 
Chairman of the Executive. With all due respect, one may 
reasonably doubt whether a concern as large as the British 
railways can really be managed “efficiently, adequately and 
economically ’’ from a central headquarters in London ! 

(ii) Long-distance Haulage. The public ownership of long- 
distance haulage raises quite another principle. Goods motor 
transport shows and has shown no tendency whatsoever toward 
industrial concentration. Despite restriction of entry, a steady 
propaganda in favour of consolidation and one or two determined 
attempts at large-scale combination, the carriage of goods by road 
remains predominantly the business of the small man. Inland 
transport by 1921 had been highly concentrated in the hands of a 
diminishing number of railway companies. Since then technical 
progress, represented by the development of the motor vehicle, 
has actually broken up this private monopoly. Control has been 
redistributed among a mass of small owners and an active com- 
petition revived between carriers who share a common route and 
provide a similar service. 

Government supporters both in and out of the House either 
denied the efficacy of competition among hauliers except as a 
source of waste and ruin, or argued that limitation of carriers’ 
licences had converted each haulier into a monopoly. The 
Minister indeed claimed that the principle of monopoly in trans- 
port established by Parliament was not altered by ‘‘ the fact that 
it is broken up into hundreds of thousands of monopolies.” ! 
But if these so-called “‘ monopolies ’’ compete among themselves, 
as they most certainly do, then there is preserved, for all practical 
purposes, the characteristics of an (imperfectly) competitive 
market. That was the condition of the road haulage trade before 
the disturbances of war and so it is now. Except possibly among 
the small parcels carriers, rather a special group in any case,” 


1 Hansard, Vol. 431, col. 1636. 
2 See my Road and Rail—an enquiry into the economics of competition and 
state control (Allen & Unwin, 2nd edition, 1947), p. 174 n. 
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traders are satisfied that at the moment there is enough com- 
petition between hauliers to prevent “ unjustifiable ’ increases of 
rates. 

The Act now proposes to consolidate the many small and 
independent long-distance hauliers under one Executive. A 
well-informed and imaginative administration might conceivably 
combine unified ownership with a decentralisation of management 
so extreme that each unit would remain, as now, under the direct 
and independent personal control of the operator. But this 
principle of organisation, quite apart from the obvious practical 
difficulties, would reopen the way to competition between the 
units of management—that indeed would be its main attraction. 
Presumably therefore it must be ruled out since the elimination 
of competition in the supposed interests of “ integration ” is one 
of the main objectives of the Act. 

It is by no means certain that, however much may be gained 
from co-ordination, the incorporation of the many small hauliers 
into one publicly owned and centrally controlled undertaking will, 
on balance, be an advantage. The operator of a large fleet naturally 
enjoys certain economies—supplies can be bought in bulk, special- 
ised maintenance crews kept fully occupied and cheaper arrange- 
ments made for the collection and delivery of traffic. But the small 
man is better able to devote his immediate attention to the needs 
of his clients. Spurred by the prospect of a personal profit (or 
fear of loss) he can offer the special rates or services required by the 
trader, facilities which are highly prized. 

The statistics are fragmentary and do not separately dis- 
tinguish vehicles and operators engaged on long-distance work ; 
but it cannot safely be assumed that the trunk hauls were the 
preserve of the bigger hauliers. The small carriers have through- 
out been able to maintain a share of the long-distance business 
just because they were best fitted by their size (or lack thereof !) 
to give exactly the service required, in the quantity demanded 
and at the time when it was wanted. A big railway company or 
public transport monopoly exercising a similar freedom would be 
accused, quite justly, of conferring arbitrary favours and inflicting 
arbitrary prejudice. The independent haulier need have no such 
fears, since the interest of rival traders in equal treatment is 
assured by ease of access to the services of other competitors. 

The large organisation anxious to deal fairly with its clients 
(or directed to do so by law) must inevitably centralise control in a 
hierarchy of officials, subject business to the rule of committees 
and enthrone precedents as guiding principles. The Lord Presi- 
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dent asserted in the House that “the danger of bureaucracy and 
over-centralisation can be prevented.” 1 It is hard to see how, 
given the determination of the supporters of the Act not to retain 
or recreate conditions favourable to the maintenance of a sub- 
stantial measure of competition between the actual operators of 
the Commission’s vehicles. Nationalisation of long-distance 
haulage may thus become a liability not because public enter- 
prise itself is economically less advantageous than private but 
because the trader has more to gain commercially from the services 
of motor carriers organised on the small scale than on the large, 
more to gain in fact from decentralisation of control and com- 
petition than from “ co-ordination ” of transport and centralised 
management. 

(iii) The Exempted Carriers. The remaining “A” and “B” 
carriers—those, that is, who in 1946 carried less than one-half of 
their traffic, measured either by weight of cargo or gross receipts, 
for distances exceeding forty miles ?—are exempt from nationalisa- 
tion. Except by permission of the Commission, attached as a 
condition to their “A” or “B’” licences, they may not carry 
beyond a distance of twenty-five miles from their operating centre. 
The Commission have full power in their discretion to grant or 
refuse permission and there seems to be no appeal from their 
decision. The only remedy open to an aggrieved haulier is the 
right granted by Clause 52 to demand a notice of acquisition if his 
business has been substantially interfered with as a result of the 
refusal or revocation of a permit. Carriers providing certain 
special services—operators of tank wagons, furniture removers, 
meat and livestock carriers, hauliers of large indivisible loads, 
felled timber and other commodities requiring specially con- 
structed vehicles are also exempt. These carriers may operate at 
any distance without permission of the Commission. The Com- 
mission may also exempt ariy carrier otherwise eligible for acquisi- 
tion if, in their opinion, it is expedient to do so, taking into 
account the special character of the undertaking or the area 
served.’ The privilege of issuing permits to potential competitors 
makes the Commission very much judge in their own cause. But 
together with the authority to exempt “ special ” cases, the right 
to allow carriers to work beyond the narrow limits of twenty-five 
miles might give the Commission a valuable latitude if the 


1 Hansard, Vol. 431, col. 2081. 

2 The definition of a long-distance carrier is one who in 1946 carried half or 
more of his traffic for distances of forty miles or over (Clause 41). The Com- 
mission must acquire the businesses of all such undertakings. 
> Clause 39 (1). 
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organisation of a national long-distance haulage service raises 
obstacles unforeseen by Ministers and Department ! 


3. Tae ProsLeM or RatTEs 


(i) Policy. The Act allows the Commission and Tribunal the 
widest discretion in the fixing of rates and charges by rail and road. 
There is nothing corresponding to Part III of the Railways Act 
1921 which specified the principles of classification and fixed a 
standard net revenue to which the standard and exceptional rates 
should be adjusted. The only restraints on the Commission’s 
freedom of action are: first, the obligation to submit their draft 
schemes of charges to the Transport Tribunal; second, the direc- 
tions of the Minister; and third, the liability to cover costs out 
of revenues. For this purpose the whole of the Commission’s 
businesses are regarded as one undertaking. Within these limits 
the Commission may adopt any system of charging “as may 
appear desirable.” 2 The Tribunal in turn may confirm, deny or 
alter these charges “‘ as they think fit.” * 

Clause 3 lays on the Commission “‘ the general duty . . . 80 
to exercise their powers .. . as to provide. . . an efficient, 
adequate, economical and properly integrated system of public 
inland transport.” The Act nowhere specifies how this re- 
sounding admonition shall be translated into the detail of rates and 


1 Clause 93: ‘*‘ The Commission shall charge to revenue in every year all 
charges which are proper to be made to revenue, including, in particular, proper 
allocations to general reserve, proper provision for depreciation or renewal of 
assets and proper provision for redemption of capital, and all payments (including 
the payments which are by the relevant provisions of this Act, or by any other 
relevant statutory provision, to be deemed to be capital payments) which fall 
to be made, in lieu of any other form of compensation, to any local authority in 
that year in respect of any undertaking transferred to the Commission, and 
references in this Act to charges properly chargeable to revenue shall be construed 
accordingly.” (My italics.) 

The Chancellor of the Exchequer stated in the House that British Transport 
Stock would be redeemed ‘‘ within the present century.” If this clause means 
what it says, and there is no reason why it should not, the Commission will have 
to find, out of the difference between their receipts and costs, the additional net 
revenue—it may be as much as £20,000,000 per annum—required to pay off 
£1,000,000,000 British Transport Stock before a.p. 2000. The Minister, in his 
peroration, asked the House for five years in which to prove his scheme. Loaded 
with this obligation, it may take a generation or more before traders and public 
begin to enjoy the economies of co-ordination so confidently predicted by the 
supporters of the Act. The proprietors of the four amalgamated companies 
did not, to the best of my knowledge, enjoy the right to repayment of capital out 
of railway net revenue. It would have been interesting to have heard Ministers 
defend this piece of financial purism. Unfortunately, owing to the guillotine, 
this was one of the clauses which were not debated. 

2 Clause 77 (1). ® Clause 78 (4). 
No. 229—voL. LVI. 
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services. An efficient, adequate and economical system of trans- 
port might be interpreted in at least three quite distinct senses : 
first, as a system which, intent on carrying at lowest cost, ruthlessly 
scrapped obsolescent equipment and abandoned unremunerative 
services ; second, as one which aimed at the widest possible range 
of facilities and deliberately maintained or even raised rates on 
traffic ‘‘ which would bear the charge ” in order to subsidise less 
profitable services or keep them going at a downright loss; and 
third, as a system which refrained from increasing its investment 
in new methods in order to avoid a capital loss on obsolescent 
equipment not yet completely worn out. The third alternative, 
resting upon so obvious a false economy, may reasonably (one 
hopes) be excluded from consideration, although it should be 
remembered that large undertakings have often sought protection 
from their competitors on this very ground. 

The Minister, in debate, argued that only through a “ unified 
system, in which the cost can be spread over the whole system ”’ 
could “rural and sparsely populated areas’’! get the transport 
facilities they needed, and the Lord President considered that the 
case for public ownership rested in part on the alleged inability of 
the competitive system to “‘ guarantee that the transport needs 
of a less remunerative kind will be met.’”’2 The Commission, 
thus encouraged, will no doubt prefer the second alternative and 
seek to extend their facilities even though they can see no imme- 
diate return, rather than search for economies in a rigorous and 
continuing elimination of those individual services which show no 
surplus of receipts over the direct (marginal) costs of working. 

It is a commonly received opinion that the element of dis- 
crimination represented by an allowance in the rail rate for the 
value of merchandise permits certain classes of traffic, the cheap, 
heavy and bulky staples of commerce, to be carried at relatively 
low rates, any deficit being made up from the valuable and 
therefore more highly rated general merchandise. So much is 
accepted by practical men, regulatory authorities and many 
contributors to public discussion. It can also be argued that the 
institution of a single schedule of rates, such as that embodied in 
Part III of the Railways Act of 1921, uniformly applied through- 


1 Hansard, Vol. 431, col. 1623. 2 Ibid., col. 2080. 

8 This conclusion is often urged but I have never seen it proved. The corol- 
lary, that road transport, freed from the liability of carrying coal and heavy 
merchandise at these unduly low rates, took only the ‘‘ cream,”’’ é.e., the better 
paying traffics, and thus secured an unfair competitive advantage, was both 
the railways’ main burden of complaint against the road haulier before the war 
and the principal ground on which the restriction of motor carriers both here and 
in the United States has been justified. 


‘ 
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out the whole country or over any wide geographical area, has a 
similar result—rates per mile struck as an average for the system 
as a whole are high in relation to the actual costs of working the 
heaviest streams of traffic and low compared with the costs of 
carrying a traffic which is light or presents other difficult operating 
problems.! Classification by value and the single scale of mileage 
rates, both manifest in current-railway practice, would allow the 
Commission (or any other transport monopoly for that matter) to 
expand their less remunerative services at the expense of the 
more and at the same time to cover all their costs out of the 
revenues earned by the whole undertaking or such parts as they, 
the Minister and the Treasury, may select under the terms of 
Clause 94.” 

These degrees of discrimination are common to all railway 
systems. They have long been quite respectable and by now, 
indeed, are old enough to have acquired an odour of sanctity. In 
either case the rule of cost is disregarded and a useful instrument 
made ready for the Commission’s hands, should they desire to 
continue or extend this principle of territorial equality. The 
instructions of Ministers, if diligently followed, would convert the 
Commission’s charges schemes into an instrument for the levying 
of taxes on the better paying transport services and the distribu- 
tion of bounties to the less. The practice of discrimination by 
railway managements in the past, it is true, has had just this 
effect; but whether a Transport Commission and a Transport 
Tribunal ought to be encouraged to exercise so large a fiscal 
authority is another question. This I propose to set aside. The 
point may gain in importance later on; but for the time being at 
least, as I shall hope to show below, the Commission’s powers of 
rate-making, although wide in law, will be limited by their 
economic surroundings. 

(ii) Road Charges. There is a vast knowledge and experience 
to be drawn upon in the drafting of charges for railway services 
and a long history of railway rates from which to learn; but the 
Road Transport Executive will have a harder task. Road haulage 
rates are now determined by each carrier under conditions of close 
secrecy and in a briskly competitive market. The rate (per ton) 
is generally governed by the loading characteristics of the traffic 
offered, by operating conditions along the route to be followed 








1 See, for example, the opinion of Commissioner Porter, dissenting from the 
majority in the (U.S.) Class Rate 1939 and Consolidated Freight Classification 
Investigations, 262 I.C.C. 447, at p. 712. 

2 The interested reader will find a detailed account of railway rate-making in 
my Road and Rail, Chapter II (U.K.) and Chapter IX (U.S.A.). 
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and by the rival bids of other carriers as far as they are known. 
Each haulier’s rate depends upon his own estimate of those 
quantities and each is free to accommodate his rate to the current 
state of the market, as indeed he often does. There is, in fact, no 
commonly accepted system of road charges, no “road rates 
structure.” 

The lack of any analogue to the schedules of standard and 
exceptional railway rates which could be uniformly applied by all 
motor carriers, by consent or by compulsion, was a source of 
great concern to the larger hauliers before the war and a main 
point of criticism from railway companies, publicists and others. 
During the war, in common with most other prices, road charges 
were fixed at their 1939 level, and the long-distance business was 
operated on behalf of the Government by the Road Haulage 
Organisation, a creature of the Ministry of War Transport. 

Serious discussion of a basis for road rates was begun in 1938 
as a direct result of the Transport Advisory Council’s recom- 
mendations. These talks were continued throughout the war 
by an (unofficial) Road Rail Conference which grew out of the 
railways’ demand for a ‘Square Deal” in 1938. Proposals 
for a classification of goods and a road rates structure, to be 
applied nationally, were formulated by the road side. Finally, 
in July 1946, five months before the Transport Bill was introduced, 
@ memorandum on Co-ordination of Road and Rail Freight 
Transport, signed by the Chairmen of the Railway General 
Managers’ Conference and of the Road Haulage Association, 
suggested a co-ordination of road and rail in private hands 
including, among other things, a ‘“ national road rates 
structure ”’ based on “ road factors.”” The road factors proposed 
were broadly those which in the past have governed the rates 
quoted by motor carriers—viz., the size of consignment, the weight 
which can be loaded into a van, risk of damage, ease or otherwise 
of handling, costs of collection and delivery and so on. 

A national road rates structure of this sort offers an attractive 
starting-point to a body of officials burdened with the duty of 
evolving, from first principles and with no documented body of 
experience to guide them, a charges scheme for a public monopoly 
of long-distance road transport. The underlying “ road factors ” 
will attract traders dealing in the more expensive finished and 
semi-finished goods since there is some guarantee that the road 
rates on high-classed merchandise will not be automatically raised 


1 Transport Advisory Council Report on Services and Rates, H.M.S.O., 1937. 
Reviewed in Economic Journat, March 1938. 
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to railway levels. The suggestion that the road rates structure 
should be country-wide—that is, that one schedule of rates should 
be applied throughout Great Britain—is a major departure from 
current (or past!) practice. At present, road hauliers working 
between large urban centres where traffic is heavy and full loads 
out and home readily available charge less per ton than other 
carriers who accept freight consigned in rural areas and to other 
places from which return cargoes are not easily obtained.? 

(iii) Freedom of Choice. The Minister, during the passage 
of the Bill through Parliament, accepted an amendment explicitly 
recognising the trader’s “freedom of choice” between the 
several services offered.2, The concession is not unqualified. The 
Commission might so interprei their obligations that the trader 
in fact had no option. But the Tribunal could not be ex- 
pected to connive at such conduct nor should we assume that 
the Commission will adhere to the letter of the law only in 
order to evade the spirit. Freedom to choose, we will suppose, 
means a choice between real alternatives and, in particular, 
between a rail service and a road haul, both operated by the 
Commission. 

Many people, comparing a “co-ordinated” or “ properly 
integrated ” transport system with the competition of the years 
between the wars generally have in mind, I fancy, a condition in 
which the transport authority would automatically consign freight 
by that agency which in the co-ordinator’s opinion was best 
“ suited ” to carry the traffic. But this the Commission cannot 
do—by the terms of Subsections 2 and 3 of Clause 3 the trader is 
left free to choose among the several services they operate. If 
the Commission, in the pursuit of their ‘‘ general duty . . . to 
promote the provision of an efficient, adequate, economical and 
properly integrated system of public inland transport,” seeks to 
concentrate any given stream of traffic on their railway rather 
than their road services (or vice versa) they cannot do so by direc- 
tion. To reach the desired result, they must so adjust their rates 
that the trader will prefer the facilities the Commission wish to 
encourage and reject the others, or provide, in addition, a special 


1 See my Road and Rail (2nd edition), p. 112. See also similar findings by the 
I.C.C. relating to conditions in the U.S.A., quoted on p. 224. 

2 Clause 3 (2) and (3). The Parliamentary Secretary had already stated that 
‘‘ the trader will not be forced under this Bill to send goods either by road or rail. 
On paying, of course, the appropriate rates for the two services, he will have a 
free choice.”” (Hansard, Vol. 431, col. 1984.) The traders, however, or at least 
their representatives on the ad hoc Central Committee of Transport Users, pre- 
ferred to have this liberty explicitly recognised in the Act. 
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rate or rates at which they (the Commission) may select the 
actual means of carriage. 

Administratively, at least, the easiest course open to the 
Commission is to base their railway rates upon the traditional 
combination of cost and value and to accept some such foundation 
for their road charges as the “road factors” underlying the 
“national road rates structure.” But this solution to their 
problem will unfortunately do nothing to integrate inland trans- 
port asa whole. On the contrary, it would perpetuate the present 
distribution of traffic between road and rail, itself one of the 
grounds of complaint against the present unco-ordinated system 
and worse, might lead to an outbreak of “ duopolist ’’ competition 
between the Railway and Road Transport Executives ! 

So long as the Commission, the Tribunal and the Minister 
fairly honour their duty to allow “free choice’ between their 
road and rail services, the instrument through which inland trans- 
port can be “ integrated ”’ is the Commission’s rate policy and no 
other. They cannot leave rail rates and road charges as they are. 
They have no alternative but to attack the intractable problem 
presented by the competition between road and railway rates—by 
the coexistence, that is, at the one time of two prices for transport, 
the one discriminating between commodities by value and based 
upon the average costs of operating traffic over the system as a 
whole, the other determined by the costs of the particular services 
run and the freight carried. 

(iv) The Private “C” Carrier. The Bill, as it was originally 
drafted, would have restricted very considerably the rights of 
traders to carry their own goods in their own vans. Clause 56 
proposed that private “ C ” carriers should not work their vehicles 
beyond forty miles from their “operating centre’’ except by 
permission of the Licensing Authority. This part of the Bill 
raised the strongest opposition among traders and the three clauses 
concerned } were withdrawn in Committee.* 

The “ C” or private carrier constitutes the greater part of the 
road transport business. 75% of operators are ‘‘C”’ licencees. 
They own 70% of the vehicles. The statistics once again do not 
distinguish long-distance operators within a total which includes 
retailers, roundsmen and others engaged in local work nor is there 
any indication at all of the volume of goods conveyed by private 

1 Clauses 56, 57 and 58 of the Bill. 

2 Official Report, Standing Committee B, Thursdays, March 13 and 20, 
1947. This amendment, it appears, was conceded not so much to the argu- 


ments of the Opposition but to pressure exerted in direct negotiation between 
representatives of traders and the Department. 
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traders in competition with the railways and other public carriers. 
I have argued ! that traders are not normally able to run long- 
distance services so cheaply as public “A” and “ B” carriers 
since holders of ‘‘ C ” licences are prohibited by the Act of 1933 
from hauling goods for others either as return loads or to make up a 
full cargo. There is much to be gained from using one’s own vans 
to deliver to customers and traders often prefer to operate their 
own vehicles for convenience, advertisement and so on. But it 
only pays in the strict sense—costs less, that is, a ton of freight 
conveyed-—to maintain a private fleet rather than consign by 
public A (motor) carriers if the trader has a full load of his own 
traffic both out and home and if he can use his vehicles continu- 
ously on the trunk journey by night, collecting and delivering by 
day. The Commission might conceivably feel safe in ignoring the 
traders’ second degree of fréedom—the unrestricted liberty to use 
their own vans—particularly since new lorries may not be readily 
procurable for some time to come. But they will have to consider 
how the traders’ rights in this respect are going to affect the 
general policy, pressed on them by Ministers, of spreading costs 
over the whole system in order to finance the expensive ‘“ needs ” 
of “‘ rural and sparsely populated districts ” out of the revenues of 
the whole undertaking. 

The provision of costly and less remunerative services of 
whatever sort necessarily raises the fares, rates and tolls which 
the Commission will have to levy on the better paying traffic in 
the discharge of their obligation to cover expenditure out of receipts, 
“taking one year with another.” 2 The revenue earning traffics 
upon which the Commission must rely are, of course, the great 
volumes of freight offered in full loads between the main centres— 
just those traffics which in fact provide most of the opportunities 
for really economical working by private carriers. Every exten- 
sion of the less remunerative services and facilities at the expense 
of those who use the more profitable will help therefore to in- 
crease the number of traders who find it cheaper to carry their own 
goods in their own vans. Labour members opposing the with- 
drawal of Clauses 56, 57 and 58 from the Bill foresaw a “ vast 
increase in the number of ‘C’ licences” and feared that ‘“ very 
much traffic ” might be transferred from public “A” and “B” 
carriers to the detriment of their successors, the Commission. 

1 Road and Rail, Chapter IV (3). ® Clause 3, subsection (4). 

’ Hansard, Standing Committee B, Thursday, March 20, cols. 1014/1019; 
and Vol. 437, col. 69. One member of the Committee warned the Minister that 


“the dropping of the protective clauses’ might allow a ‘‘ black market [sic] in 
the carriage of goods for others ’’ to develop among the more unscrupulous ‘‘ C” 
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I agree—but the “abuse” (if there is one) of the privilege, 
against which traders were most solemnly warned,' will not be the 
fault of a man who seeks only to carry his goods in the cheapest 
possible manner. It is much more, surely, the consequence of 
a policy which deliberately encourages the Commission to depart 
in their rate-making from the rule of cost. 

(v) The Rate of Acquisition. The Commission succeeded to the 
unencumbered possession of their railway and canal properties on 
January 1, 1948, and at the same time assumed the powers which 
those undertakings had enjoyed to fix fares, rates and tolls. 
Clause 83 also confers the right to raise, up to 60% of standard 
rate, any exceptional rate which, in the opinion of the Com- 
mission and the Tribunal, has been forced down unduly by the 
competition of road hauliers, canal carriers or coastwise shipping. 
But there is no statutory date by which the Commission shall have 
acquired the long-distance haulage trade. No day is even set by 
which all notices of acquisition shall have been served. The 
Parliamentary Secretary promised that the haulage firms would be 
taken over ‘“‘ in a reasonably short time.” 2 However determined 
the Commission, the 2,000 to 2,500 undertakings and the 20,000 
vehicles which the Minister “ anticipated ” under his scheme will 
not be transferred rapidly to public ownership and the negotiations 
will be lengthened if many cases go before the arbitration tribunal. 

During this time—it will certainly be months rather than 
weeks and may be measured in years—motor carriers under notice 
of acquisition can operate without seeking permission from the 
Commission.2 They are, indeed, required to carry on their 
undertaking in the ordinary course of business * subject only to 
the conditions of their “A” or “B” licences. Those licences 
do not specify the rates which shall be charged. There is nothing 
in the Act authorising the licensing authorities to attach any 
such condition in future unless the Minister chooses to confer that 
power under the new rights of direction over the Licensing 
Authority arrogated by Clause 57. Throughout the interregnum 
between Vesting Day and the date on which the Commission have 
completed the acquisition of the long-distance motor carriers, 
the nationalised services by both rail and road will, it appears, be 
subject to the competition of hauliers officially eligible for public 
ownership but not yet nationalised. Nor can the Commission 





licencees which would encroach “‘ on the legitimate business of the nationalised 
undertaking.” Ibid., cols. 1015, 1016. 

1 Hansard, Standing Committee B, Thursday, March 13, col. 819. 

2 Ibid., Vol. 436, col. 1791. 3 Clause 52 (1) (d). * Clause 50 (1). 
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protect themselves by withholding a notice of acquisition and 
refusing a permit except on their own terms. The aggrieved 
haulier would then be free to demand a notice of acquisition under 
Clause 54 ! 

This competition will clearly be a constantly diminishing 
quantity and will be the less serious the more quickly the Com- 
mission are able to organise their road carrying business. If the 
programme of acquisition can be successfully carried out within 
the two years allowed for the drafting of the charges scheme,? 
there will of course be fewer complications. But should any sub- 
stantial part of the long-distance carrying trade still remain in 
private hands the competition offered must be recognised, in the 
first instance at least, as yet another factor limiting the freedom 
of the Commission to break away in their rate policy from the 
traditions and practices of the immediate past. 

(vi) The Draft Charges Schemes. Responsibility for drafting 
the charges schemes for submission to the Tribunal under authority 
of Part V2 of the Act lies entirely on the Commission. “It,” 
said the Lord President, ‘‘ will be the body to initiate and elaborate 
the issues of policy involved in the structure and actualities of 
rates, fares and charges.” * Ministers, throughout, resolutely 
declined to forecast, even in outline, the form they expected the 
new system of charges to assume. The Parliamentary Secretary 
“{could] not say what the new charges system is likely to be; 
[he could] only reasonably forecast [it would] not be based, like all 
recent explorations into this problem, on the need for, somehow, 
relating road and rail charges on a profit basis, but on prin- 
ciples which are best likely to serve the national interest.” ¢ 
He later expanded, but hardly clarified, this obscure comment: 
“For the first time, now, we shall have a.central planning body 
charged with establishing a charges system within the general 
framework of making all their services pay; with establishing a 
charges system not based on what the traffic will bear, or on a 
particular profit in a particular service, but on the principle of 
what will be the greatest benefit to the community as a whole, 
and the trading community in particular.” > The Minister went 
even further. Doubting “ whether anybody in the a world 
understands them [British railway rates] ’’ he considered ‘ 
preposterous to suggest that a Minister, in framing a Bill, saa be 

1 Clause 76. 2 Clause 78. 


* Hansard, Vol. 431, col. 2083. 


* Ibid., col. 1984. 
5 Standing Committee B Official Report, Wednesday, March 26, 1947, col. 


1152. 
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able to settle these problems. [He] would not attempt it.” 1 
Winding up for the Government during the debate on the Third 
Reading, the Parliamentary Secretary confirmed the Minister’s 
refusal. He asked how the Opposition “or anybody else can 
imagine that it is possible for the Minister in bringing this Bill 
to the House, to set out in detail, or even in broad principle, the 
lines on which the new charges scheme should be established, as 
there is no agreement on this most complex question either in 
industry or in the transport world.” “ It is in fact the view of all 
authorities in the transport world [that] this is still an open 
question ” ? and he concluded that the best way of solving the 
problem is to put the British Transport Commission in charge. 
The Minister was nevertheless a vigorous critic of the existing 
system of railway rates. “I am informed,” he said, “ that there 
are something like 40 to 50 million different rates prevailing at the 
present moment. I have endeavoured to get a clear, simplified 
machinery running through this Bill for the purpose of dealing 
with charges. One of the most beneficial results of this Bill will 
be, if we can simplify the jungle of rate charges that now prevails 
in our railway and transport industry.” ‘I say it is perfectly 
farcical,’ he continued, “... that those who have been re- 
sponsible for our railway systems and transport charges should 
have been permitted to continue indefinitely this state of affairs.” * 
Later he remarked upon “the important bearing that any 
rate structure will have on the great variety of trades and industry 
in this country, and how carefully examined they should be, and 
how vital it is that the principle of equity should be introduced. 
. . . One would anticipate that the railway rates in this country 
had been framed on very sensible and equitable principles, but 
as a matter of fact, my experience was, when I was examining 
them, that they were so chaotic and so inequitable that they had 
no relation at all to rhyme or reason in many cases. They 
had grown up higgledy-piggledy over a great many years.” 
Finally, pressed by the Opposition, he told the House that no 
traders nor organisations had suggested any major modifications of 
those parts of the Act which relate to charges. He argued that 
the determination of charges could be best left to discussions 
between traders and Commission before the Tribunal, acting as 
“* watchdog for the traders and the public,” and drew the con- 
clusion that the machinery in the Bill is much better than if the 


1 Standing Committee B, March 26, 1947, cols. 1161, 1162. 
2? Hansard, Vol. 437, cols. 159, 160. 3 Ibid., Vol. 431, cols. 1633, 1634. 
* Standing Committee B, Wednesday, March 26, col. 1161. 
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Minister had ‘‘ assumed the responsibility of defining the 
principles, the plan, the procedure or basis [of rates] in the Bill 
itself.” 1 

It is quite true that traders and trade associations with their 
years of experience before the Railway Rates Tribunal and the 
Railway and Canal Commission might well prefer a machinery 
which gives them a clear field for negotiation to a scheme confined 
by some statutory rate or rules of rate-making; and it was 
certainly simpler for the Department to let the Commission have 
so free a hand. But it should be remembered that “a simple 
system of railway rates easily understood by the trader ” * was 
one of the aims behind the reorganisation of rates introduced by 
the Railways Act of 1921. That hope was not realised. 

The characteristics of railway rates most deplored by the Minis- 
ter, the “ millions ”’ of exceptional rates and their lack of “‘ rhyme 
or reason ”’ arose within the framework of the Act of 1921 precisely 
because of the attention which was paid, quite properly, to the 
representations of traders and their organisations by railway 
managements and the Railway Rates Tribunal. Left to a bargain 
such as the Minister intends between Commission and traders, 
before the Tribunal, the draft charges schemes will reflect not 
some brand-new principle of common weal such as the Parliament- 
ary Secretary appeared to envisage nor even that simplicity upon 
which the Minister set such store, but only, if I may quote 
myself, ‘‘ the weight of the pressures to which Commission and 
Tribunal are subjected by departments, Executives, [associations 
of] traders and ‘those bodies constituted . . . for the carrying 
on, under national ownership and control, of any industry.’ ” 


Unsympathetic critics of measures designed to remedy social 
and economic disorders are often asked by the supposed reformers 
what alternative they have to suggest. For myself, I admit no 
liability. The dimensions of the transport problem are far beyond 
the resources of private enquiry and no sensible man should feel 
compelled to reply to questions to which he cannot know the 
answers. Inland transport, if I may be allowed an affirmation of 
faith, offers a market in which public enterprise owning the rail- 
ways might be required to compete with private ownership, repre- 
sented by the many road hauliers. Each party would act as a 
standard against which the efficiency of the other could be 


1 Hansard, Vol. 437, cols. 50, 51. 
2 Report on General Revision of Railway Rates and Charges, Ministry of 
Transport, Cmd. 1098, 1920. 
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measured to the benefit of both and the advantage of the public. 
Competition, it goes without saying, could not be left free and 
unrestricted but it should not be beyond the wit of man, reinforced 
by knowledge such as only Governments can collect, to evolve a 
suitable framework. However well documented, that suggestion, 
it must be admitted, would not have been seriously considered by 
the present House of Commons. Government and Opposition 
speakers, with few exceptions, alike assumed that nationalisation 
was the only alternative to an officially recognised and privately 
managed “co-ordination” between hauliers and railways. 
Competition, derided as “ruinous” and “ wasteful,” had few 
champions and from the Labour benches was regarded as a 
potential menace to the stability and success of the Commission. 

Nevertheless, had the Government (and the framers of the 
Act) generally not been so imbued with the spirit of protection 
they might well have enquired, first of all, why competition, 
successful enough in many industries, had failed apparently so 
miserably in transport. They would have learnt a great deal, 
both about industrial structure and about the springs of economic 
efficiency. Thus fortified, the problem of the few large and the 
many small in the transport market might have been so resolved 
that the undoubted contribution of each to our material welfare 
could have been retained. Instead, Ministers have preferred to 
create a gigantic self-regulating monopoly endowed with the 
exclusive right of public long-distance carrying. Guarded at 
almost every point against the spur of competition and even 
protected from inquisition by Parliamentary questions, this must 
be one of the least promising forms of business organisation yet 
devised by man. 

The competitive system, when the numbers ave sufficiently 
large, furnishes its own norms—the quantity and quality of the 
service which can be supplied with profit at a price the consumer 
is willing to pay—and, since a dissatisfied trader is free to take his 
custom elsewhere, enforces also reasonable standards of conduct 
and efficiency. The British Transport Commission have no such 
simple and easily recognisable canons—they must look direct to 
the “national interest,” of which they, the Tribunal and the 
Minister, are the interpreters. Opposition speakers sought more 
than once some guarantee against this or that abuse of these 
powers. They had to be content with the Government’s assurance 
that the Commission and their servants, directed to act only in the 
“‘ national interest,” would automatically be freed thereby from 
those malpractices which have so often disgraced private monopoly 
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in the pursuit of profit. But even should we be satisfied on that 
point, we must still enquire whether the qualities which make 
these fears groundless are also those which make for business 
success in an enterprise as vast as that which the Commission and 
Executives are being called upon to manage. On that, we can 
have no assurance—only doubts. We must wait and see. 
GILBERT WALKER 
Faculty of Commerce and Social Science, 
University of Birmingham. 




















NATIONAL INCOME OF THE UNITED KINGDOM 
1870-1946 1 


THE main purpose of this article is to present new estimates 
of the National Income of the United Kingdom for the period 
1870-1914. For the sake of comparison and completeness 
estimates prepared by other writers for the years since 1914 are 
included. Section I will, therefore, deal with the methods used 
in the estimates for 1870-1914; Section II briefly lists the sources 
of the 1915-46 figures and the details of the modifications incor- 
porated; Appendix I contains the main statistical tables; 
Appendix II outlines the method devised for unscrambling the 
moving average figures of profits over the 1870-1914 period. 


Section J.—Nationat Income 1870-1914 


(1) It must be made clear at the outset that these figures are 
not by any means the most accurate that could be produced if 
sufficient time were taken in compilation. The estimates were 
originally prepared so that market demand analyses might be 
attempted over the period 1870-1938 for a number of commodities 
and it was thought that for this purpose minute accuracy was 
unnecessary. Nevertheless, as there have been a number of 
requests for the figures, it has been decided to publish them at 
this stage, without waiting for the fruits of further research which 
may enable us to issue revised figures at some later date. 

(2) The four components of the National Income which we 
have to estimate are wages, intermediate incomes, rent, interest and 
profiis and evasion of tax assessments. We shall now deal with 
these in turn. 

(3) In the case of wages, the figures given by Bowley ? have 
been used and no attempt has been made to refine them. The 
series is shown in Table I, Appendix I. 

(4) Similarly, the estimates of previous writers have been 
used for intermediate incomes. Bowley * gives figures of £120m. 

1 I wish to acknowledge my grateful thanks to Mr. J. R. N. Stone and Dr. G. 
H. Orcutt for very helpful criticism and advice on a number of points connected 
with this article. 

2 Economic JouRNAL, 1904, p. 459, and Wages and Income since 1860, pp. 76-7. 


These figures include wages of shop assistants. 
3 Wages and Income since 1860, p.?92. 
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in 1880 and £314m. in 1911 (based on British Association En- 
quiries) and also suggests extrapolated figures for 1912 and 1913. 
In the absence of any further readily available information, his 
assumption that the increase between 1880 and 1911 was linear was 
adopted. The 1914 figure was taken to be the same as 1913. 
For the decade 1870-80, Clark’s suggestion ! that intermediate 
incomes could be taken as constant at the 1880 level was adopted. 
Thus a series was obtained for the whole period, but it can easily 
be appreciated that more accurate figures could be obtained by 
more extensive research. At the same time, reference to Table I, 
Appendix I, will demonstrate that little change in the National 
Income series would result from any such corrections. 

(5) In the case of rent, interest and profits, an attempt has been 
made to produce some new figures, and therefore we must examine 
the methods of compilation in detail. 

The starting-point was to take the annual taxation figures of 
gross profits.2 British income-tax returns have, of course, always 
been made under the five headings originally introduced in 1803 : 


Schedule A (profits from ownership of lands and buildings) ; 

Schedule B (profits from occupation of lands) ; 

Schedule C (profits from Government securities) ; 

Schedule D (profits from businesses, concerns, professions, 
employments, etc.) ; 

Schedule E (salaries of Government, Corporation and 
public company officials). 


Our main concern here will be with the returns under Schedule D, 
but we shall also have to consider some problems under Schedules 
A, B and C.3 

(6) The profits assessed under Schedule D can be split into four 
groups according to the basis of assessment : 


(a) Assessed on Profits.of Preceding Year. 


All properties (except mines) classified under 
“No. 3 Schedule A,” * 2.e., railways in the United 
Kingdom, gasworks, ironworks, waterworks, canals, 
etc. 


1 National Income and Outlay, pp. 228-9. 

2 From Reports of Commissioners of Inland Revenue. 

3’ In principle, we should make some adjustment for the small amount of 
income assessed under Schedule E on the basis of the three preceding years, but 
we have not sufficient information to do this. The error due to this omission 
can be safely neglected as the gross total of such income was put at about £10m. 
in 1913 (Stamp, British Incomes and Property, p. 265, n. 1) 

* The origin of this heading is that until 1865-66 the various components were 
assessed under Schedule A, but taxed on profits and not rental values of land and 
property. In 1866-67 they were transferred to Schedule D. 
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(b) Assessed on Profits of Current Year. 


Foreign railways, interest and dividends on foreign 
non-Governmental securities and possessions, cou- 
pons and a number of miscellaneous minor items such 
as “‘ other interest ’’ * and ‘“ other profits.” 


(c) Assessed on Profits of Three Preceding Years. 


Businesses, professions, etc., not otherwise de- 
tailed (before 1901 this class was split into “ trades 
and professions ” and “‘ public companies ’’). 


(d) Assessed on Profits of Five Preceding Years. 
Mines in the United Kingdom. 


Clearly no problem arises in dealing with the first two categories. 
In the case of the first it is only necessary to shift back the recorded 
assessments by one year to obtain the correct timing and no adjust- 
ment is necessary at all for the second category. The third and 
fourth items present a very different story, however. The re- 
corded assessments in any one year are not likely to correspond at 
all closely to the true profits of that year, as the system of using 
three- or five-yearly moving averages has both smoothing and 
delaying effects on the series. Obviously not much further pro- 
gress can be made until a method of unscrambling the moving 
average series into the original components can be found. The 
importance of this problem can be seen if we look at the figures 
for 1900-1901. In that year £347m. was recorded under busi- 
nesses and professions alone; this was 74% of the total under 
Schedule D and 42% of the total under all five schedules. 

(7) It must be emphasised that there is no unique method of 
unscrambling the moving average series. The problem is to 
postulate some relationship between the moving average and the 
original series which we may reasonably expect on general grounds 
to have been maintained over the period. The actual conditions 
imposed are detailed in Appendix II, but briefly our method rests 
on the assumption that there was no three-year cycle in the 
original components. 


1 Receipts from foreign possessions were actually based on the average of the 
three preceding years, but as no breakdown between receipts from securities and 
receipts from possessions is’ available in the Inland Revenue Reports it is not 
possible to allow for this. In 1900-1901, foreign securities and possessions only 
accounted for £8-5m. out of the total £466m. assessed under Schedule D. 

2 This item probably contains a very small amount of interest on British 
Government debt, but as most of the people in receipt of incomes under this 
heading were below the exemption limit the accuracy of the net profits figure 
used in our calculations is not impaired. This, however, still leaves intermediate 
incomes slightly high (cf. paragraph 13). 

No. 229—vo.L. Lvm. D 
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By this means it was possible to derive unscrambled series for 
both the three- and the five-year moving averages. It was hoped 
at the outset that these unscrambled series could be used directly 
for our National Income computations, but it soon became evident 
that this was not the case. We must now explore in some detail 
the problems encountered. 


Fie. 1. 
Schedule D, Three-year Moving Average and Unscrambled Components. 
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(8) The results of our first attempt to unscramble the three- 
yearly moving averages may be seen in Diagram 1. Inspection of 
the diagram shows that the unscrambled series develops violent 
three-year oscillations at the beginning and at the end of the 
period. From our knowledge of those years it seems improbable 
that there could be any justification for either violent oscillations 
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or three-yearly intervals. We therefore had to experiment to see 
what could have gone wrong. 

The first check was on the method used for unscrambling. 
As we have seen, no method can obtain the original series + 
exactly; the degree of correspondence between the unscrambled 
version and the original depends essentially on the reasonableness 
of the hypothesis used as a basis.for unscrambling. To test this 
reasonableness, the series of annual rail profits in the United 
Kingdom for this period was cast into the form of a moving 


Fie. 2. 
United Kingdom Rail Profits. 
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----- Unscrambled figures. 


average and then unscrambled by our method. The results are 
shown in Diagram 2. From this it appears that the correlation 
between original and unscrambled series should be high and there- 
fore some other reason for the nonsense results obtained in 
Diagram 1 had to be found. 

The next step was to see whether similar oscillations were 
obtained by taking shorter or longer series. It was in fact found 
that precisely the same trouble occurred whichever device was 
adopted. If the unscrambling process was applied only to the 

1 There was, in fact, no original series as such. The moving averages for the 
individual firm were worked out by the local Inspector of Taxes who made the 


assessments and the Board of Inland Revenue only collected the aggregate of 
moving average figures and not the aggregate of the originals. 
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moving averages from 1878 to 1904 and the figures for the other 
years extrapolated on the basis of the moving averages, then 
oscillations still occurred at the beginning and end of the series ; 
and if the series was extended back to the 1850’s,! the trouble did 
not disappear. 

It was eventually realised that the root source of our difficulties 
was the discontinuity introduced into the moving average series 
by such sharp breaks as those caused by administrative changes. 
The kind of thing that happens can be seen in Diagram 3, where 


Fia. 3. 
Reversal of Moving Averages. 


Time. 





Moving average. 
----- Unscrambled components. 

unscrambled components and the “kinky” moving average 
from which they are derived are plotted. Although our un- 
scrambling method is a reasonable way of dealing with fairly 
smooth moving averages, or even with sharp single changes, it 
cannot cope with the sharp double breaks of this type.” 

From this stage, we were led to investigate the principal 
administrative changes in Schedule D assessments during this 
period. There appeared to be three : 


(a) Changes in Tax Exemption Limit. 
In 1876 this was reduced from £160 to £150 and 
in 1894 it was raised again to £160. 
1 No extension beyond 1914 was possible owing to the lack of detailed data in 


the Inland Revenue Reports of the war period. 
2 The rail profits series is not much affected by such breaks. 
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(b) Changes in Recording Procedure. 

In the 45th Report it was explained that until 

1890-91 the figures only related to “ gross assess- 

ments ” and not to “ gross income reviewed,” i.e., 

errors or omissions in assessments discovered in the 

course of tax collection were until 1890-91 adjusted 

by regulating the amount of tax due from the person 

in question without correction of the original assess- 

ments. In later years the corrections were incor- 
porated in the series. 


(c) Wear and Tear Allowances. 


Before 1878, no wear and tear allowance was given 
by the Revenue authorities, but a renewals allowance 
was deducted before gross assessments were made up. 
Therefore it may be said that the pre-1878 gross 
as 2ssments roughly correspond to the post-1878 gross 
as: ssments less wear and tear. 


Before any further progress could be made, some means had to 
be found of correcting for these changes. Fortunately, this was 
easily accomplished, for Stamp 2 gives us a series of Schedule D 
gross assessments corrected for these and other minor changes. 
Obviously these corrections were parti lly guesswork, but it seems 
improbable that Stamp, with his immense knowledge of the 
administration of income-tax regulations, could have erred unduly. 
It is, of course, possible that if these corrections could be applied 
to the original annual components the incidence of the corrections 
might be such that the new moving average obtained might not 
be the same as Stamp’s corrected series. But if this is the case, 
which hardly seems probable, absolutely nothing can be done 
about it now that so many years have gone by. 

It remained to try our unscrambling process on these corrected 
moving averages. Unfortunately, it was found that the triennial 
oscillations, although reduced in size, had still not disappeared. 
For this there appeared to be two main reasons : 


(a) The Break of 1876. 


Even after corrections for the change in the exemp- 
tion limit there is still a sharp dip.? It is unfortunate, 
to say the least, that a major change in taxation should 
accompany the onset of the Long Depression. 


1 Op. cit., pp. 218-219. Actually these figures relate to all profits assessed 
under Schedule D. The correction for the three-year moving average section 
only was assumed to bear the same ratio to the total correction as three-year 
moving average profits to all Schedule D profits. 

2 From £212m. to £192m. 
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(b) The Discontinuities in the End Years of the Period. 


A number of circumstances combine to introduce 
irregular movements into the moving average series— 
the disappearance of the “ 133rd Section” + under 
the 1907 Finance Act, the recession of 1908 and the 
delay in passing the Finance Act of 1910 which, we 
are expressly warned,? unduly inflated the 1911 
figures at the expense of those of 1910. 

From this survey of difficulties it will be apparent that owing 
to the nature of the income-tax data it is quite impossible to derive 
the original series in any straightforward manner. What, then, 
could be done in such a situation ? 

The solution eventually adopted was to tackle the problem 
piecemeal. The moving average figures for the period 1854-55 
to 1875-76 were corrected for administrative changes * and then 
unscrambled. Similarly the moving average figures for 1879-80 
to 1907-1908 were also modified and unscrambled. By this 
means the “ trouble-making ” years were excluded, but some 
method of finding correct figures for these years had to be devised. 
To fill the first gap the two unscrambled series—1854—-55 to 
1875-76 and 1879-80 to 1907-1908—were extrapolated on the 
basis of the moving averages of the intervening years. The 
different results obtained from extrapolating the two series were 
compared with the known economic conditions of these years and 
it was decided to take the figures obtained from the 1879-80 to 
1907-1908 series as being more apposite. This decision involved 
the problems of “ timing ” which are discussed below. For the 
period after 1903, an index of annual profits based on a large-scale 
sample is available * and this was hinged on to our results obtained 
above in order to cover the remaining years to 1914. 

The next problems were those of correct timing. The assessed 
profits for 1895 really relate to the financial year 1895-96 and 
they are based on the average of the financial years 1892-93, 
1893-94 and 1894-95. Therefore, if we obtain an unscrambled 
series corresponding to our moving average series, we have to ask 

1 See infra. 

2 §4th Report of the Commissioners of Inland Revenue, Cd. 5833, p. 99. 

3 On the basis of Stamp’s figures. In this case there were further complica- 
tions owing to the inclusion of No. III Schedule A profits in Schedule A until 
1865-66. 

4 Stamp, ‘‘ The Effect of Trade Fluctuations on Profits,” J.R.S.S., 1918, 
subsequently reprinted in The National Capital. It is understood from the Inland 
Revenue authorities that this sample was in all probability compiled from their 
returns and therefore may be taken as fairly reliable. It is not known, however, 


how the growth of new firms or the disappearance of old is treated and this may, 
therefore, somewhat impair the reliability of the index. 
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ourselves : to which years do these components belong? At first 
sight, it seems fairly clear that we need to shift the unscrambled 
series back two years. Moreover, the difficulty of the financial 
year basis also does not seem insuperable for it was concluded by 
Stamp, on the basis of sample figures, that firms on the average 
make up their accounts about one-fifth of a year before March 31. 
This means, therefore, that for: all practical purposes we can 
regard an income-tax assessment based on the three financial years 
1892-93, 1893-94 and 1894-95 as based on the three calendar years 
1892, 1893 and 1894 and, furthermore, we can as a first approxima- 
tion take our unscrambled figure derived from the moving average 
figure for 1895-96 as corresponding to the profits of 1893. 

To test these manipulations, a comparison was made between 
our profits series and other series such as indices of employment,? 
production,® rail tonnage conveyed and bank clearings. For the 
period after 1900 (mainly covered by Stamp’s sample figures) the 
correspondence with these barometers was perfectly satisfactory, 
but before that date it seemed that our figures were approximately 
one year in advance throughout. For instance, whereas other 
indicators show a dip in 1885 and 1893, our profits figures were 
reduced in 1884 and 1892. 

Further investigation brought to light a number of contri- 
butory reasons. The first and most important was the existence 
in income-tax law (until 1907) of the “‘ 133rd Section.” 5 The 
principle of this section was that the average of the three preceding 
years could be adjusted on the basis of actual results of the year 
of assessment if there had been a fall in profits. The exact method 
of operation may be stated thus : ® 

Let profits for 1902 (strictly 1902-1903, etc.) be £7,000, 1903, 
£2,000 and 1904, £7,000. 


Case 1. Profits in 1905, £6,000. Assessment for 1905 is 
£5,333 (one-third of £(7,000 + 2,000 + 7,000)). 

Case 2. Profits in 1905, £3,000. Assessment for 1905 is 
then based on average of 1903, 1904 and 1905, 7.e., £4,000. 

Case 3. Profits in 1905, £5,000. Assessment for 1905 is 
£5,000, as this figure, although less than £5,333 (7.e., average 
of 1902, 1903 and 1904), is greater than £4,667 (1.e., average 
of 1903, 1904 and 1905). 


1 British Incomes and Property, p. 177. 
2 Beveridge, Unemployment : A Problem of Industry (1930), p. 39. 
3 Beveridge, Full Employment in a Free Society, p. 312. 
4 Annual Statistical Abstract of United Kingdom. 
5 This was really the 133rd Section of the Act of 1842 as modified by the 6th 
Section of the Act of 1865. 
* This example is based on that given by Stamp, J.R.S.S., 1918. 
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Thus the effect of the 133rd Section was to reduce assessments 
in the downswing of the trade cycle, the exact amount of reduction 
depending on the relationship of profits in the year of assessment 
to those in the years immediately preceding. This provision 
obviously affects the reliability of income-tax figures as indicators 
of profits. It means, first, that the depression appears to start 
before it really does and, second, that on the average (though not, 
of course, in every year) the income-tax figures of profits are too 
low. The general effect of the provision may be seen from 





Fie. 4. 
Operation of ‘ 133rd Section.” 
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Diagram 4, which shows the different results obtained by un- 
scrambling two series of moving averages; both are based on the 
same original data, but only one is modified to allow for the 
operation of this clause. The tendency to “ hasten ”’ a depression 
can be seen quite clearly. 

It is quite impossible to say how important this provision was 
in practice. It can be seen that it was always in the interest of a 
business to take advantage of the regulation for there was no 
corresponding increase in tax liability in the upswing. Stamp * 
discusses the phenomenon in relation to mining profits, but does 
not raise the question of how it affects the series of general profits. 


1 J.R.S.S., 1916, p. 573. 
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its The second reason was the existence of a provision enabling 
on losses to be reported at once. Briefly, this enabled a company 
nt making a loss in year X to deduct it from the ascertained average 
on of profits in the three years X — 1, X — 2, X — 3 (year X being 
rs counted as 0 in subsequent assessments) as an alternative to 
rt treating losses as negative profits in the calculation of the three- 
t, yearly averages. The following example will make the system 
0 clear : 

= Data. 


Year. Profit (£). 
1901 + 2,000 
1902 +4,000 
1903 +5,000 
1904 — 2,000 
1905 + 3,000 
1906 + 2,000 


Basis of Assessment. 


(1) Normal method. 
5,000) = £3,666-7 


1904 = 4£(2,000 + 4,000 + 
1905 = 4£(4,000 + 5,000 — 2,000) = £2,333°3 
1906 = 4£(5,000 — 2,000 + 3,000) = £2,000 


1907 = 4£(—2,000 + 3,000 + 2,000) = £1,000 


Total paid 1904-1907 = £9,000 
(2) Special method. 

1904 = £3,667 — £2,000 = £1,667 

1905 = 4£(4,000 + 5,000 — 0) = £3,000 

1906 = 4£(5,000 — 0 + 3,000) = £2,666-7 

1907 = 4£(0 + 3,000 + 2,000) = £1,666-7 

Total paid 1904-1907 = £9,000 


From this example it can be seen that if the second method 
is adopted the result is to “ hasten’ the depression. However, 
there is an important difference between this clause and the 
“ 133rd Section,” for in this case the same aggregate assessment 
is incurred whichever method a company adopts and therefore 
the practical importance of the clause is not so obvious. But at 
the same time tax liability would only be the same in each case if 
tax rates were constant. If it is thought that tax rates are likely 
to increase it is preferable to opt for the first method so that the 
greater part of the payment may be made at the lower rates; 
conversely, the second method is preferable if rates are expected 
to decrease. 

For the years with which we are principally concerned— 
1870-1900—changes in tax rates were small and insignificant. It 
is therefore impossible to be dogmatic about the importance of this 
provision, but at least it cannot be said that conditions were 


1 See Spaulding, The Income Tax in Great Britain and the United States, pp. 
218-219. 
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highly favourable for using the second method rather than the 
first. It must also be recorded that Stamp considered that in 
practice no great use had been made of the second method.* 

The third possible reason for the displacement of our results 
lies in the methods of assessing new and discontinued businesses. 
In the nature of things, new businesses could not be assessed on 
the three preceding years and therefore in so far as their tax 
payments were based on a shorter period the process of “ ad- 
vancing ” profits was helped. If actual profits in the year in 
which a business was closed down were less than the average of the 
three preceding years, then assessment could be claimed on the 
basis of these final profits. This was clearly another factor helping 
to ‘‘ advance ”’ profits. 

What can be done to secure correct timing of the income-tax 
profits figures in the light of these considerations? It must be 
freely admitted that the operation of these provisions in the law 
is such that no completely accurate indication of business profits 
can be derived from the tax statistics. The effect of the 133rd 
Section, and to a lesser extent the other two factors, is to introduce 
fundamental flaws into the data which cannot be eradicated. In 
practice, two courses are open to us: we can either manipulate 
our moving average figures in accordance with the known con- 
ditions of employment and production during the period so that 
we obtain the same aggregate of profits over the period; ? or 
we can adopt the expedient of shifting our unscrambled series one 
year forward.? The latter method was actually adopted and when 
tested by the various national barometers seems to produce fairly 
sensible results over the 1870-1900 period. It is not, of course, 
claimed that this method can do anything more than approximate 
to the original series of profits figures from which the moving 
averages were compiled. 

(9) In our attempts to -unscramble the five-yearly moving 
averages we met with similar difficulties to those just outlined. 
Extremely large oscillations were produced and all attempts to 
minimise them by working over shorter or longer periods and 
using corrected data were unsuccessful. Fortunately it was 
possible to find a reasonable solution, for Stamp ‘ has given us an 
annual series of mining profits from 1888-1915. This series both 
satisfies the tests of the moving averages and conforms to sample 


1 See Tinbergen, ‘‘ Does Consumption Lag behind Incomes,” Review of 
Economic Statistics, Feb. 1942. 

2 Possibly an allowance should be made for the fact that on the average the 
moving average figures are too low. 

* Making the net shift one year back. * J.R.SS., 1918, p. 576. 
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figures over the period. Extrapolation of this series back to 
1870 on the basis of the moving averages provided us with the rest 
of our figures. Comparison of this series with others showed no 
evidence of mistiming. 

(10) The next stage was to add together the various Schedule 
D components—three-year average, five-year average, current 
year and preceding year—and thus obtain an annual series for 
the whole Schedule. Then we had to turn to the problems raised 
by Schedules A, B and C and calculate the adjustments necessary 
to make the published figures conform more closely to true annual 
profits under these headings (excluding evasion). 

(11) Under Schedule A (profits from ownership of lands and 
buildings) the main problem arises in connection with the system 
of re-assessment years. During the period to 1914 it was the 
custom to re-assess rentals at periodic intervals ! only in England 
and Wales ? and therefore returns of rentals had to be made by 
property owners in these years of valuation only. This meant 
that Schedule A returns were too low in the inter-re-assessment 
years for, although new property was assessed, all increments in 
rentals were ignored whilst decrements were presumably always 
claimed and therefore taken into account. This, however, is not 
as serious an omission for our purposes as it might seem at first 
sight, for one of the statutory deductions allowed in making up 
gross profits under Schedule D was the amount of any rent paid 
or the value of any premises owned by the trader and assessed 
under Schedule A. The whole of the net Schedule A assessment 
was allowed if the property was solely used for trade purposes 
and a proportion of the assessment if it was also used as a residence. 
Therefore for the range of “ pure” business properties no allow- 
ance for re-assessment deficiencies is necessary * and even for 
residential business properties a full allowance is not needed. 
Only in the case of personal property does the adjustment fully 


apply. 


1 The re-assessment was performed separately, and the intervals were usually 
different, for the Metropolis and the rest of England and Wales. 

* In Scotland, the system was effectively annual re-valuation (cf. J. R. 
Hicks, U. K. Hicks and C. E. V. Leser, The Problem of Valuation for Rating, p. 32, 
and also Stamp, British Incomes, p. 18). In Ireland there was no system of 
re-assessment at all. 

* Strictly one-sixth of the re-assessment differential should be added after 
1894-95, as after that date traders were only allowed to count the net assessment 
(excluding repairs) as costs under Schedule D. This meant that the inflation of 
recorded Schedule D values was less by one-sixth (the ratio of the repairs allowance 
to gross assessment) than the deflation of Schedule A. However, the sums 
involved are negligible. 
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To make our adjustments we used the annual Inhabited House 
Duty statistics of assessment which enable us to sort out buildings 
into three categories: those used solely for trade, those used 
partly for trade and partly for residential purposes, and those 
used solely for residence. It is possible to work out the bias 
introduced by the re-assessment system into the latter two 
categories by a simple method. It is only necessary to extra- 
polate the trend of assessments from the inter-re-assessment years 
and then observe the extent of the gap in the re-assessment year 
between the extrapolated and the actual value. This difference 
can then be spread cumulatively over the inter-re-assessment 
years and by this means the necessary additions to the Gross 
Schedule A figures may be calculated.+ 

As we shall see shortly, however, what is really needed is a 
correction that can be applied to Net Schedule A figures. There- 
fore the adjustments obtained have to be modified in so far as the 
allowances made in deducing net from gross figures are affected 
by the re-calculation of the gross values. In fact, three sorts of 
allowances are so affected—exemptions (granted where incomes 
were less than £160),2 empty property * and repairs.4 It was 
necessary, therefore, to scale down our adjustments in each year 
to allow for these effects.5 Finally, for reasons which will soon 
be apparent, it was necessary to convert these adjustments 
from a financial to a calendar year basis. The usual method 


1 It will be observed that, in addition to leaving out trade premises, we are 
also neglecting re-assessments of lands. This seems reasonable for (a) lands were 
subject to a downward trend in rental value and therefore the importance of 
re-assessments was less, (b) no principle exists for splitting land into private and 
trade sections, but the relative importance of the trade section is greater than 
might appear at first sight owing to the inclusion of some park land attached to 
manor-houses under “ buildings,” (c) the total rental value of lands was not a 
large proportion of all Schedule A. 

2 All property income was brought to assessment under Schedule A irre- 
spective of the income of the recipient. Therefore in contrast with Schedule D 
(see paragraph 14) it is reasonable to suppose that annual revaluation would push 
up the incomes of small property owners as well as large. 

® Allowances were given on the basis of the gross value to 1894 and on the net 
value after that date. 

* Allowed after 1894 at the rate of one-sixth of gross assessments (for buildings). 

5 Actually no reduction of the adjustments was made in respect of exemptions, 
for the calculation of unearned income of the intermediate income classes was 
based on the Inland Revenue statistics of exemptions (see “‘ Report of Committee 
of British Association,” J.R.S.S., 1910-11, pp. 64-5). This means, therefore, that 
intermediate incomes as well as profits are too low in the inter-re-assessment years. 
To obtain the correct total amount of income derived from property, no adjust- 
ment is necessary in respect of exemptions. At the same time our final figures 
of profits are slightly high and those of intermediate income slightly low as a 
result. 
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of applying three-quarters of the figure for the financial year to 
one calendar year and one-quarter to the succeeding one was 
adopted. 

Other adjustments under Schedule A that had to be considered 
were two in number. First, there is the point that some of the 
minor items of assessment—e.g., manorial dues, royalties and 
profits—were not taxed upon current receipts but on some moving 
average system (in the case of the above items, the average of the 
seven preceding years). As, however, items such as these only 
account for a very small sum each year,! such complications can 
safely be neglected. 

The second case is that of Ireland. Throughout our period,? 
Schedule A values were below true rents paid. But there is no 
means of assessing at all accurately the size of these discrepancies * 
and further there is no real means of allocating the discrepancies 
to residential and business properties. Therefore it was decided 
that no attempt would be made to correct for this error. Clearly 
this introduces a downward bias into our estimates of income 
from property, but as annual Schedule A gross receipts (buildings) 
for Ireland were only about £5m. (out of a total for the United 
Kingdom of £250-£300m.) in the years preceding 1914 it is hardly 
likely that our estimates could on this account be more than 
£0-5m. below the true annual figure, even in the later years of 
our period. 

(12) In the case of Schedule B, the fundamental difficulty is 
that annual assessments of farm profits were based on rentals and, 
in view of the known stickiness of such payments, the recorded 
assessments fail to reflect fully the true up and down movements 
of profits. To meet this defect in the figures a device was taken 
over from Tinbergen. By using indices of volume and average 
value of agricultural output in Britain, he was able to construct 
(on the basis of the 1907-1908 Census of Agriculture) 5 an annual 
estimate of the value of net output of British * agriculture. This 
was subsequently cast into the form of a three-yearly moving 
average and deviations between the moving average and original 
values calculated. These annual deviations were taken by us to 


1 Gross assessments in 1900-1901 under the ‘‘ other property ” section in 
Schedule A were only £1-2m. (for United Kingdom). 

* And even up to 1944. See Eire White Paper P. No. 7356, National Income 
and Expenditure, 1944, p. 60. 

* It may be noted that the method proposed by Stamp (British Incomes, 
p. 160) only showed the minimum and not the actual error. 

* Op. cit. 
5 Agricultural Output of Great Britain, 1907-1908, Cd. 6277. 
* Schedule B deficiencies for Ireland are not covered by this method. 
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represent suitable corrections to the recorded Schedule B figures 
(net of exemptions, etc.).1 

(13) Under Schedule C, our problem is to exclude interest on 
British Government securities, for our aim is to calculate Net 
National Income and therefore transfer payments must be 
excluded. For most years of the period 2 that portion of interest 
derived from British Government securities is detailed in the 
Inland Revenue Report and therefore no difficulty arises. The 
only point of principle is whether we need to deduct the gross 
income of this sort. To obtain true figures of profits we should 
not do so, as part of this interest income accrues to small incomes 
and therefore does not appear in the net profits figures. But, as 
in the case of Schedule A adjustments,’ if we want to obtain the 
correct figures of intermediate income we ought to make a reduc- 
tion for interest income, as intermediate incomes include small 
receipts of interest. In fact no reduction of this sort is made and 
therefore to obtain the correct total for profits and intermediate 
incomes combined, we do need to deduct the gross receipts,‘ after 
they have been converted to a calendar year basis. 

(14) The final stage in our calculation of recorded ® annual 
profits over the period was to allow for these various corrections 
in the total of net profits accruing under all Schedules. The 
starting-point here was to take the net profits under all Schedules 
calculated by Stamp.* Broadly speaking, these figures are 
corrected for administrative breaks of all types and they corre- 
spond to the definition of net profits needed for National Income 
purposes,’ but no attempt was made by him to allow either for 


1 It is not possible to use these revised calculations of farm incomes directly 
in our National Income estimates for, apart from any difficulties of sorting net 
output into the different components, we have no estimates of the annual net 
incomes under Schedule B after correction for administrative breaks (see second 
note to paragraph 14), 

* The exceptions are in the 1870’s when it was necessary to interpolate. In 
all years interest on Central Government (excluding Local Government) stock 
only was considered. 

3 See paragraph 11. 

* Some small payments of interest on Government debt probably escaped 
assessment under Schedule C, but were nevertheless allowed in the calculation of 
intermediate incomes. This introduces a slight positive bias into our figures. 
It is not possible, however, to work from total interest payments on Government 
debt as the proportions held by public Departments, foreign governments, etc., 
are not known. 

5 I.e., excluding allowance for evasion. 

* British Incomes, pp. 318-319. Separate figures of corrected net profits 
under each individual Schedule are not given. 

7 This is not quite true as Stamp deducts incomes of charities in addition to 
all items such as incomes below exemption limit, wear and tear allowances, etc. 
But this point will be dealt with shortly. (See paragraph 17.) 
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the problems of timing under Schedule D, or for the special 
deficiencies of the other Schedules. 

Our first job was to transfer Stamp’s net figures from a financial 
to a calendar year basis, using the same method as above.! To 
correct for Schedule D differences, it was necessary to calculate 
the annual discrepancy between our own (gross) series and the 
series used by Stamp.? Additions were then made to Stamp’s 
total net profits series in those years where our gross figures were 
greater than his and deductions where they were less. This 
means, therefore, that we are assuming that the allowances which 
constituted the difference between Stamp’s gross and net series 
are not altered by the introduction of a new gross series. Now 
this assumption seems justified for various reasons. First, wear 
and tear allowances were always given as a special item (after 
making up the gross assessment) based on the actual wear and tear 
of the year of assessment,’ irrespective of the basis of the gross 
assessment for that year. In fact, therefure, as our recalculation 
of gross assessments has the effect of recording approximately true 
gross profits for any one year, it may be claimed that our calcula- 
tion of net profits is likely to be more accurate on this score than 
Stamp’s. Secondly, it is difficult to see that any close relation- 
ship is likely to exist between the other major items of allowances 
and the original gross profits. ‘‘ Reductions and discharges ”’ 
contain any allowance made for additional wear and tear and on 
these grounds are therefore more likely to be related to the new 
gross profits figures; “‘exemptions”’ relate to incomes under 
£160 which were assessed by accident or through the operation of 
the stoppage at source system ‘ and therefore can be taken to be 
fairly independent of gross profits. 

No problems arise in correcting Stamp’s uiet profits series for 
omissions in other Schedules. Final figures of net profits under 
all headings are shown in Table I, Appendix I. 

(15) Evasion of Tax Assessments. This subject really falls 
into two categories—legal evasion and fraudulent evasion. In 
the nature of things, little can be known about deficiencies of this 
sort and more than ever we are thrown back on the estimates—or 


1 See paragraph 11. 

* British Incomes, pp. 218-219. These figures, too, had to be corrected to a 
calendar year basis. 

* The provision whereby traders were allowed to carry forward unexhausted 
wear and tear allowances from one year to the next hardly affects our figures as 
it was only in operation after 1907. 

* Only under Schedules A and B were all incomes deliberately brought under 
review. 
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guesses—of Stamp and other contemporary authorities on the 
magnitude of the sums involved. 

It does not seem likely that our estimates will be biased very 
much on account of legal evasion. Stamp’s opinion was that the 
main source was the Schedule B system of taxing farm profits on 
the basis of rentals.1_ Our system of correcting Schedule B will 
clearly take care of a large part of any deficiencies on this score. 

The case of fraudulent evasion is much more serious. Here 
we have very little to go on, but the general opinion at the time 2 
seems to have been that the great leak was under Schedule D. 
The only quantitative measures of this gap are very isolated. We 
have the evidence of the 12th Report* for 1864, which made an 
illuminating comparison between profits declared for tax purposes 
and profits declared as the basis of compensation due in respect of 
a re-development programme. In the latter case, profits were 
found to be 52% higher. It might, of course, be argued that this 
discrepancy was partially due to over-valuation in the second case 
as well as to under-valuation in the first, but the opinion of the 
Commissioners at the time seemed to be that by far the major 
source of the difference was due to under-valuation. Our other 
sources of evidence on the subject of fraudulent evasion are few. 
Bowley * gives us estimates of absolute amounts lost in evasion 
in 1880 and 1913, the latter figure being based principally on 
Stamp’s work.5 From these figures we were able to deduce the 
percentage ratio of evasion to Schedule D gross profits for each 
of the years 1864, 1880 and 1913. By assuming a linear fall in 
this ratio between 1864 and 1880 and between 1880 and 1913, it 
was possible to derive an absolute amount each year. 

The figures of evasion deduced in this way show us the im- 
portance of the factor for the early years of our period. Between 
1870 and 1880 in fact the evasion figure comes to 30-40% of the 
Schedule D figure. This* means, therefore, that any minor 
inaccuracies in our absolute level of Schedule D profits in these 
years can be ignored, for any errors introduced thereby are likely 
to be completely swamped by the errors in the allowance for 
evasion. But at the same time it should be observed that 
Schedule D was a much smaller part of National Income in the 
early years of the period than it was after 1900. Therefore the 
error introduced into the absolute level of National Income 

1 British Incomes, p. 321. 

2 Ibid. See also Report of Departmental Committee on Income Tax 1905, Cd. 
2575, and Select Committee on Income Taz, H. of C. 365/1906. 

2 Pp, 19-24. « Op. cit., p. 92. 

5 British Incomes, pp. 315-24. 
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by making a large percentage allowance for evasion is not so 
great as it would have been in later years. Moreover, the year 
to year fluctuation of “true” Schedule D profits (including 
evasion) is not much affected by using a percentage addition for 
evasion which is not quite right in absolute level or annual 
variation. 

The allowances for evasion are shown in Table I, Appendix I. 

(16) Statistics of National Income aggregated from the com- 
ponents wages, intermediate incomes, profits (including rent and 
interest) and evasion are shown in Table I, Appendix I. The real 
income figures are derived by dividing throughout by Bowley’s 
cost-of-living 41 index. As, however, this index largely reflects 
retail food prices which in turn depended on import prices, it 
should not be construed that our figures of real income reflect 
changes in the volume of home output at all accurately. In fact, 
the calculation of a price index which roughly excludes changes 
in the terms of trade ? shows real income as being 55-2 in 1870 
and 123-6 in 1913 (1900 = 100), compared with the calculations in 
Table II, Appendix I, of 43-8 for 1870 and 120-3 for 1913. Whilst 
it is right to use a cost-of-living index as a deflator if we need 
real income figures for such purposes as Demand Analysis, the 
greatest care must be taken in using these figures for other 
purposes. 

Figures of money and real income per head are also given in 
Table II, Appendix I. The population figures were taken from the 
Annual Reports of the Registrar-General. 

(17) We may conclude this section with some general observa- 
tions on the nature of the estimates presented. 

It must be emphasised that estimation of profits from income 
tax returns implies that we are adopting Inland Revenue conven- 
tions on the allowances granted to maintain capital intact. 
Broadly, it may be said that in the case of machinery and plant 
the Inland Revenue allowances for depreciation and obsolescence 
were adequate provided that replacement was frequent and no 
sharp rise in prices occurred. It should be noted, however, that 
obsolescence allowances were only introduced in 1897 * and even 

1 Op. cit., p. 30. Figures for 1870-79 from p. 122. 

* This index was modelled on that calculated by Clark, National Income and 
Outlay, pp. 230-31. Separate series for the cost of living, the price of domestic 
and similar services (as represented by money wages), export prices, building 
costs, iron and steel prices and import prices were obtained from Cairncross, 
Home and Foreign Investment 1870-1914 (unpublished thesis in University Library, 
Cambridge). The weights allotted were those used by Clark, #.e., 80, 10, 20, 
74, 74 and — 265 respectively. 

% See Report of Royal Commission on Income Tax, Cmd. 615, 1920, p. 49. 
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after that date they were inoperative if assets were not replaced. 
In the case of buildings, the deficiency was more serious as there 
was no allowance fer obsolescence at all during the period and 
effectively the repairs allowance did not apply to trade buildings 
occupied by the owners.? It seems doubtful, however, whether 
net assessments can have been inflated by more than about £4m. 
on these grounds even in the later years of the period.* Inland 
Revenue treatment of stocks and working capital has never been 
very satisfactory as, by allowing traders to assess stocks at cost 
or market prices, whichever is lower, changes in the value of 
stocks have been incorrectly estimated both when prices were 
rising and falling. It is not possible to give any estimate of the 
errors introduced into our series by this factor, but in view of the 
relative stability of prices before 1914 it is hardly likely to have 
been very important. 

Another deficiency of the Inland Revenue treatment of profits 
was in respect of continuous losses. A loss in any single year is 
taken care of by the normal assessment process,® but a series of 
losses may not be fully allowed for in the assessments. Stamp ® 
put this deficiency at £16m. in 1913, but this calculation appears 
to ignore the effect of the “‘ 133rd Section ” in making assessments 
too low on the average.?, When this factor is taken into account, 
the point may not be so important. 

Then there are a number of ways in which our estimates do 
not quite correspond to Net National Income at Factor Cost. 
We noticed ® that our method of obtaining net profits had the 
effect of excluding incomes (under Schedule A, C or D) of charities, 
hospitals, friendly societies, etc. In 1911 the total under this 
heading was put at £14m.® Another reason why our estimates 
have a downward bias is the discrepancy between estimates of 
farm income based on Schedule B returns and that based on the 
Agricultural Census of Production. Bowley 1 found this difference 
to be £26m. in 1907, and as our correction to the Schedule B 


1 Stamp estimated this deficiency at £850,000 for 1913 (British Incomes, 
p. 198). 

2 Ibid, p. 195. 3 Ibid, p. 196. 

* See Barna, Redistribution of Incomes 1937, Appendix B; also Kuznets, 
** Changing Inventory Valuations ” in Income and Wealth, Vol. i. 

5 See paragraph 8. ® British Incomes, p. 203. 

7 See paragraph 8. 8 See paragraph 14. 

* Bowley and Stamp, Three Studies in the National Income, p. 15. This 
figure may be slightly high, however, as it includes interest on British Government 
debt held by charities. Very roughly this may be put at £300,000 in 1911. 

10 Wages and Income, p. 92. It is not altogether clear, however, whether the 
discrepancy between recorded Schedule B and net value of output was not even 
larger. See Three Studies, p. 15. 
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figure was only £1m. in that year it seems that we should allow 
for a substantial discrepancy. Further, we should note that the 
annual surplus accumulated by co-operative societies has never 
been assessed as profits by the authorities and this imparts another 
downward bias + into our figures. The exclusion of income in 
kind (e.g., domestic servants) and the methods of assessment of 
income of life insurance companies also worked in the same direc- 
tion. On the other hand, we have included incomes of soldiers 
and sailors abroad (put by Bowley ? at £20m. in 1911) and incomes 
from foreign sources accruing to foreign residents via London and 
therefore passing through the British tax machinery (put by 
Stamp * at £10-5m. in 1913). On balance, it seems that our 
figures may be too low on these various counts, but it is doubtful 
whether the discrepancy in (say) 1913 can have been much more 
than about £25m. This conclusion is reinforced if we compare our 
estimates with those of previous writers. For 1913, our total is 
£2,368m., whereas Bowley’s estimate * was £2,205m. and Clark’s ® 
is £2,339m. 

It might be asked how accurate our estimates are likely to be 
as a measure of personal income. The principal differences 
between Net National Income at Factor Cost and personal income 
are due to transfer payments of all types, profits of State trading 
concerns, and undistributed profits of businesses. Clearly trans- 
fer payments were very small before 1914: the great reforms of 
the Liberal Government on old-age pensions, health insurance, 
unemployment benefit had only just started; war pensions were 
negligible ; interest payments on the National Debt were only of 
the order of £20m.a year. Public Assistance payments should of 
course be set on the other side of the balance, but even so the 
magnitude of transfer payments was obviously very small. Nor 
were State trading profits of any importance at all in this era. 
About undistributed profits two different views can be main- 
tained. On the one hand, the evidence of the Colwyn Com- 
mittee ® was that the ratio of undistributed to total profits was 
less before 1914 than in later years for a sample of companies 
ploughed back £102m. out of £312m. in 1912 and £217m. out of 

1 Put by Stamp (British Incomes, p. 204) at £14m. in 1913. 

* Three Studies, p. 14. 

* British Incomes, p. 424. This figure also includes incomes of Army and 
Navy officers serving abroad. 

* Wages and Income since 1860, p. 92. National debt interest is deducted 
from the printed figure. 

5 National Income and Outlay, p. 232. This figure includes indirect taxation 


and is therefore not directly comparable with ours. 
* Report of C iitee on National Debt and Taxation, Cmd. 2800, p. 18. 
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£474m. in 1924.1 On the other hand, it can be argued that the 
pre-1914 era was the heyday of the small firm and the private 
concern and it is difficult to see how they were financed if un- 
distributed profits were not very large. If these suggestions are 
correct, then the wisdom of applying the Colwyn Committee 
evidence to the whole economy may be questioned.2 Whatever 
the mean level of undistributed profits it is clear, however, that 
the fluctuations about that level are likely to have been sufficient 
to make it somewhat unsatisfactory to use Net National Income 
figures as a measure of personal income.* 

Finally, the general accuracy of the estimates must be con- 
sidered. Briefly, we may say that the difficulties attendant on 
unravelling the moving averages inevitably make the estimates 
before 1900 less accurate than those afterwards. And the great 
allowances made for evasion in the 1870’s, taken together with 
the greater degree of inaccuracy in the estimates of the wages-bill 
in those years, render the estimates less trustworthy in the early 
years than after 1880. 


Section II.—Nationat Income 1915-46 


(1) The estimates given here contain no element of original 
work and are taken almost verbatim from other authorities. 
They are simply reproduced here for convenience of comparison. 
It may, however, be useful to say a word or two about the different 
components of the series. 

(2) From 1915-19, we have based our figures on the estimates 
made by A. J. Brown.* These are in turn based on Country bank 
clearings which obviously can do no more than give a very rough 
indication of the true movements. It seems doubtful, however, 
whether the most painstaking research could produce any great 
accuracy owing to the difficulty of making wages bill and inter- 
mediate income estimates. The latter in particular would be 
extremely difficult to compile. Our figures differ from the 
original estimates in so far as they assume the same relative 
movement over the period but start from a different level for 
1914. The figures of real income are obtained by using the 
Ministry of Labour cost-of-living index number. This is probably 

1 All figures before tax. 

* For opposing views on this subject see Postan, ‘“‘ The Accumulation of Capital,” 
Economic History Review, Vol. VI, and Cairncross op. cit. 

* U.S. experience suggests that undistributed profits depend almost equally 
on (a) National Income and (b) the rate of change of (a). See Stone ‘‘ On the 


Interdependence of Blocks of Transactions,’’ J.R.S.S. Supplement, 1947. 
* Ozford Economic Papers, No. 3, 1940. 
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not so far out as might be thought at first sight, for it must be 
remembered that the length of time for which the country was 
truly on a war footing was much less in the 1914-18 period than 
in 1939-45. 

(3) For 1920-38, the figures are those used by J. R. N. Stone. 
No more need be said about these except to point out that they 
refer to the United Kingdom excluding Southern Ire!and through- 
out. On this ground, therefore, they are not strictly comparable 
with the series 1870-1919. An approximate method of achieving 
comparability, however, is to use the figures of income per capita 
(see Table II, Appendix I), the population figure used as a divisor 
including Southern Ireland to 1919 and excluding it afterwards. 
This method is, of course, only an approximation owing to the 
differences in income per head between Southern Ireland and the 
remainder of the United Kingdom. The Ministry of Labour cost-of- 
living index is used as a deflator to obtain figures of real income. 

(4) For 1938-46 the estimates of the annual Budget White 
Paper are available* and these are reproduced in Table II, 
Appendix I. No estimates are given of changes in prices and real 
incomes over this period in our table, but some remarks on the 
subject may perhaps be made here. 

The problem of an appropriate price index to apply to the 
war years is one of great difficulty. It is generally recognised that 
the Ministry of Labour cost-of-living index is useless for such 
purposes. It is sometimes proposed instead, however, that an 
index derived from the annual national cost of consumers’ goods 
and services (at 1938 prices) could be used.* If we do this we 
obtain the following figures : 








—— National income at 
Year. Price index. 1938 prices (£m.). 
1938 100 4,671 
1939 102 4,939 
1940 116 5,155 
1941 125 5,552 
1942 132 5,803 
1943 135 6,053 
1944 140 5,976 
1945 145 5,752 
1946 148 5,388 











1 “* Analysis of Market Demand,” J.R.S.S., 1945. Only an index of National 
Income is given there, but Mr. Stone kindly supplied me with the original data. 

® The latest is National Income and Expenditure of United Kingdom, Cmd. 
7099, 1947. 

° Cf. Seers, ‘‘ The 1947 National Income White Paper,’ Ozford Bulletin of 
Statistics, Vol. 9, No. 7. The calculations made there do not use this series, 
however. 
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This implies that there was a rise of approximately 15° in real 
National Income between 1938 and 1946. 

For various reasons, however, this price index and the con- 
clusions to which its use leads us must be regarded with suspicion. 
In the first place, as we are expressly warned,’ insufficient allow- 
ance is made for changes in quality. Although it is impossible to 
measure such changes exactly, the direction of change is not open 
to doubt. Secondly, it must be remembered that Inland Revenue 
allowances for wear and tear are in general based on conventional 
rates applied to the original cost of capital equipment.? In so 
far as these allowances are inadequate in a period of rising prices, 
the recorded figures of profits and rents are unduly inflated.*® 

To illustrate the importance of these two points, we made some 
rough calculations which may perhaps be of some interest. It 
was assumed that the overall quality of goods and services 
depreciated progressively by 1% per annum between 1940 and 
1945 (t.e., 1941 = 1% worse than 1938, 1942 = 2%, etc.), the 
1946 figure being taken to be the same as 1945. ‘The price index 
based on National Cost was adjusted accordingly. Then an 
attempt was made to calculate the extent to which depreciation 
allowances based on original cost fell below the replacement cost 
level. In the case of machinery and plant, we assumed that the 
average length of life was eight years. Prices since 1932 were 
taken to move with the Board of Trade annual average values of 
machinery exported. It was further assumed that the age- 
distribution of the stock of machinery and plant in each year was 
of rectangular shape, t.e., of the plant existing in 1940, one-eighth 
was built in 1932, one-eighth in 1933, one-eighth in 1934, etc. 
On these assumptions, the extent to which “ original cost ”’ 
depreciation allowances fell below “ replacement cost ”’ could be 
calculated for each year.5 Similar calculations were made in 
respect of buildings. Here it was assumed that average life 
could be put at forty years. An index of building costs from 


1 Cmd. 7099, p. 16. 

* The Finance Act of 1945, however, permitted special initial allowances on 
all plant newly installed. 

3 The argument in Note 56, Table 18, Cmd. 7099, appears to be incorrect as 
it neglects this point. 

* Working on Inland Revenue rates of allowance. 

5 It might perhaps be objected that this method does not allow sufficiently 
for changes in replacement cost. It is sometimes argued that if replacement 
costs remain constant for, say, the first four years of life but rise in the fifth, then 
we need to adjust upwards the allowances made for years 0 to 4 as well as for year 5. 
This, however, would only be valid if depreciation funds were not invested in 
securities or if security prices did not rise as much as capital equipment prices. 
As in fact such cases are not very common, the argument appears to lose its force. 
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1900-46 was built up from various sources ! and the same assump- 
tion as above about age-distribution was made. To obtain 
figures of depreciation allowances at replacement cost it was then 
only necessary to combine the machinery and buildings data, 
equal weight being given to each series.2, We were then able to 
calculate adjusted depreciation allowances and subsequently 
adjusted figures of Profits and National Income. 
Krom these calculations we have the following results : 











Depreciation Adiusted Adi Price index Real 
> jus justed . - 
Year. — depreciation | National Rens aod Bete . 
Cmd. 7099 a roy (1938 = | 1938 prices 
(£m.). ™ i 100). (£m.). 
1938 450 450 4,671 100 4,671 
1939 460 460 5,037 102 4,939 
1940 480 782 5,678 116 4,895 
1941 490 862 6,569 126 5,213 
1942 500 915 7,249 135 5,370 
1943 500 945 7,726 139 5,559 
1944 500 910 7,956 146 5,449 
1945 510 903 7,947 153 5,194 
1946 600 1,080 7,494 156 | 4,804 

















Note.—Adjusted depreciation allowances in 1946 may be too high owing to 
the operation of the new provisions for special initial allowances. 


It cannot be too strongly emphasised that in view of the 
arbitrary assumptions made these figures are only very approxi- 
mate. At the same time, it is probable that they are nearer the 
mark than straightforward calculations from such price indices 
as that based on National Cost of Consumption. In fact, it is 
highly probable that even these figures over-estimate Real 
National Income in the later war years. For it can be argued 
that in making these calculations we side-step the issue of the cost 
of controls over the economic life of the country. If it can be 
maintained that State controls do not add to the final flow of 
goods and services then clearly the cost of such controls should 
be attributed to business operating accounts and our price index 
should be adjusted upwards accordingly. As it is, at the moment, 


1 For 1900-20, from G. T. Jones, Increasing Returns; for 1920-24 from 
Clark, ‘‘Investment in Fixed Capital in Great Britain’: (L.C.E.S. Special 
Memorandum, No. 38); for 1924-39 from The Economist data on Business Activity ; 
for 1939-46 from Board of Trade index of prices of building materials and 
Bowley’s figures of wage rates (from ‘‘ Wages, Earnings and Hours of Work 
1914-47,” L.C.E.S. Special Memorandum, No. 50). 

* Maintenance and depreciation allowances under Schedule D and Schedule A 
were approximately equal before the war (cf. Clark, National Income and Outlay, 
p. 184) and neither was considered to be grossly incorrect. 
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the incomes of “controllers” appear in the Money National 
Income, but costs of controls are not counted in the price index, 
Only if rationing, price controls, etc., can be conceived to confer 
direct benefits on the population can the present system of making 
these estimates be defended. This point must therefore be borne 
in mind in the interpretation of the 1938-46 figures. 














1948] 


NATIONAL INCOME OF THE UNITED KINGDOM 


APPEND 


TABLE 


Ix I 
I 


57 


Net National Income of United Kingdom at Factor Cost, 1870-1914 








(£m.) 
(1) (2) (3) (4) (5) (6) 
Inter- 
Year. Wages. mediate Profits. Evasion. Total. 
incomes. 
1870 365 120 356 88 929 
1871 390 120 381 96 987 
1872 440 120 389 92 1,041 
1873 485 120 432 96 1,133 
1874 470 120 451 92 1,133 
1875 465 120 424 76 1,085 
1876 460 120 432 76 1,088 
1877 460 120 437 76 1,093 
1878 440 120 445 66 1,071 
1879 430 120 406 64 1,020 
1880 439 120 454 60 1,073 
1881 453 126 470 64 1,113 
1882 484 133 474 65 1,156 
1883 486 139 496 63 1,184 
1884 466 145 467 58 1,136 
1885 452 151 458 57 1,118 
1886 446 158 474 57 1,135 
1887 471 164 472 57 1,164 
1888 504 170 513 59 1,246 
1889 558 176 535 64 1,333 
1890 586 183 565 65 1,399 
1891 583 189 552 62 1,386 
1892 573 195 536 57 1,361 
1893 571 201 507 51 1,330 
1894 579 208 538 52 1,377 
1895 592 214 580 56 1,442 
1896 614 220 582 54 1,470 
1897 626 226 612 55 1,519 
1898 658 233 654 56 1,601 
1899 685 239 688 60 1,672 
1900 726 245 726 59 1,756 
1901 719 251 699 55 1,724 
1902 705 258 723 52 1,738 
1903 706 264 694 50 1,714 
1904 686 270 738 48 1,742 
1905 700 276 791 51 1,818 
1906 732 283 871 53 1,939 
1907 779 289 915 52 2,035 
1908 736 295 851 44 1,926 
1909 742 301 888 42 1,973 
1910 774 308 939 42 2,063 
1911 802 314 984 40 2,140 
1912 832 330 1,067 39 2,268 
1913 857 340 1,134 37 2,368 
1914 863 340 1,034 29 2,266 
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APPENDIX II 


Metuop oF UNSCRAMBLING Movine AVERAGES ! 


If we have to deal with a three-year moving average, the first 
step is to arrange the series in three columns : 


ay by Cy 
a2 bs Ce 
An Dn Cn 


where @,, b,, c,, @ are the first four observations in the series. 
Now if we take two trial values («,, 8,) to represent two of the 
original components it is possible to calculate the whole of the 
trial series of original components («,:.. yn) from the moving 
average series (for «, + 8, + y, = 3b,; By + 1, + % = 3c, etc.). 
Then we sum each column of moving averages and trial values ? 
and find the differences between the aggregates of each pair of 
columns. If we let these differences be P, Q and R, we have 


P = (a —2), Q =%(b —f) and R =X (c —y). 


Now when we are given a series of three-year moving averages 
we have sufficient relationships to determine all our unknowns 
(i.e., original components) except two. To determine these two 
unknowns we must, therefore, stipulate some conditions. The 
particular condition made here is that P, Q and R should be 
equal to each other. This postulate seems reasonable provided 
there is no three-year cycle in the original components. If this 
proviso were not fulfilled, then quite clearly it would not be 
reasonable to impose a condition of equality between P, Q and R. 
It may be noted incidentally that this equality of the differences 
implies that the sums of squares of deviations between the 
moving average series and the original are minimised subject to 
the condition that the correct moving averages can be obtained 
from the desired original series. 

The problem then is to choose x, and x, such that 


E [a — (a + m)] =E[b — (6 + m)] =Ele —(y —% — y)] 


1 This idea is basically due to Mr. D. G. Champernowne. 

* In actual working it is convenient to have two columns of trial values— 
Q1, Gg... a, and 3a,, 3ag . . . 3a, (see Example). In that case we have nine 
columns in all representing moving averages and trial values. The relevant 


aggregates are then = a and = 3a, etc. 
oo 2S 


Ne th 8 5 
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i.e., 80 that the sums of differences between the moving averages 
and the trial series (duly corrected) are equal. The corrected 
trial series thus obtained (a,', b,’, c;', @’ . . . cn’) is the series of 
original components we are trying to find. 

In actual practice, it is considerably simpler to obtain our 
adjusting factors 2, and 2, if we postulate that P, Q and R should 
each be equated to zero. Fora very long (theoretically infinite) 
series this condition would be the same as that of equality. In 
the case of a short series it is less justified as it implies n + ! 
conditions to determine » unknowns. Owing to the fact that 
our a,’, b,’, c,’ (original component) series must have two more 
observations than our a,, b,, c, (moving average) series, we 
should not expect to obtain exactly the same results as would 
come from the imposition of the condition of equality only. 
Nevertheless, it has been found in actual working that the dif- 
ferences in the results obtained by the two methods are negligible 
and therefore in the example below the “ short-cut ’’ method is 
demonstrated. 

To unravel a five-yearly moving average, it is necessary to 
arrange the data in five columns and then equate sums of differ- 
ences between moving average and trial value series to zero in all 
five cases. 


Example of Unscrambling Three-Year Moving Averages. 


a, % 3a, a,’ b, B, 38, 2,’ Qn 3841 % 
A, A, 3% a’ b, By 3B, 0b,’ Co Ye 3¥2 Ce 


an on 3hn a, bn Bn 3B, b,’ - Cn Yn 3Yn Cr 


’ 
Ansty On+y B%nyy An +4" Bns1' 
Let the moving averages be represented by a,, },, c,.. . Gay. 


Arrange these in three columns as shown. ‘Take trial values for 
a, and 8, such that they are integral parts of 4a, and 4b,, respec- 
tively. Thence y,, %...%,,,; may be calculated and after that 
3a, 3B, . . . 3an43. 


Let (i) P=S (a — 32) 
(ii) @ = Eb — 38) 


(iii) R = (c — 3y) 
1 
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Then (i) ay’ = 3a, + Plagi1, Gq) = 3aq + P/ny: ete. 
(ii) b,’ = 3B, “pS Q/n b,’ = 3B -- Q/, etc. 
(iii) C;’ = 3y1 a R/n; Cy = 3Y2 aie Ri, etc. 
And Co = 3a, —a,' — b,’ 
Bass’ = 3Any, — Ons. — ¢,' 
We then have our unscrambled series ¢,' a,’ . . . Dn,4’. 
A. R. PREsT 


"Department of Applied Economics, 
Cambridge. 
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THE SIGNIFICANCE OF THE NEW ISSUE MARKET 
FOR THE FINANCE OF INDUSTRY 


In consideration of the new issue market attention is usually 
directed to the annual volume of business, such as is recorded 
in the statistics published by The Economist, and the Midland 
Bank, and in particular to that column showing new home 
industrial issues excluding conversions. That important deduc- 
tions can be made from these figures is not disputed, but it is 
suggested that exclusive concentration on this aspect of the matter 
is apt to distort appraisal of the réle of the new issue market in 
the provision of funds for industrial investment. 

There are several reasons for this. First, the statistics are 
liable to misinterpretation. In fact they measure roughly the 
volume of funds supplied by the public through this one particular 
financial mechanism, in any one year, that may be used for 
industrial investment. It is well known that, in the course of 
each trade cycle in the past, there have been two or three years 
in which industrial flotations were readily absorbed, and several 
others in which such issues were difficult, if not impossible to 
bring off. Broadly, the boom years_on the new issue market 
were also the years of high real investment by industry. But 
the annual new issue figures exaggerate the extent of the cyclical 
fluctuations. For, when issuing is easy, firms may raise more 
funds than they require immediately for expansion of fixed and 
working capital, and use them to repay short-term debt to banks 
and traders, and also to increase their holdings of cash and 
securities. Again, when a recovery of trade starts after a slump, 
some firms may well expand both fixed and working capital, 
before the new issue market recovers. Thus there emerge 
swollen bank overdrafts pending an issue. 

But in addition to these time-lag qualifications, there is the 
more serious difficulty of determining to what extent the new 
issue figures as published measure real investment at all. It is 
apt to be assumed that the funds provided by public subscrip- 
tions to a new issue, less only the costs of that issue, are always 
received by the company making the issue. But this is not the 
case when a company is marketing its shares on the stock exchange 
for the first time. (These instances will be described as ‘‘ new ”’ 
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companies, making the distinction depend on whether or not the 
shares of the company were quoted on the stock exchange before 
the issue in question.) 

Now when one of these “new” companies makes an issue, 
part, or even the whole, of the proceeds may be paid, not to the 
company itself, but to the previous owners, or vendors, of the 
concern. In effect this represents merely a change of ownership 
of existing assets, not the provision of funds for real industrial 
investment. It is of course possible that the vendors may use 
the funds they have received to lend to the company, in which 
they usually retain an interest, and often a controlling one. 
But if they had no desire to withdraw some of their funds from 
the company, it is difficult to see why they should have sold 
their shares to the public for cash when making the issue. It 
seems therefore more probable that these funds will either be 
used for expenditure, such as on death duties, or for investment 
in other securities. The pressure of such funds seeking invest- 
ment on the stock exchange may well facilitate other new issues. 
But to regard them as part of the sum provided for industrial 
new investment does not seem correct. For even if they were 
re-invested immediately in another new industrial issue, from 
which the company concerned did receive all the proceeds, they 
would then have been counted twice in the new issue figures. 

Some rough idea of the importance of this item of cash paid 
to vendors may perhaps be derived from the results of studies 
made of all prospectuses published in The Times in the years 
1926 and 1937. In those years, of issues of less than £500,000 
by “new” companies, the amount of new money actually 
received by the companies themselves, when expressed as a 
percentage of the amount subscribed by the public (7.e., the new 
issue figures as published), was 40% in 1926 and 25% in 1937. 
For larger issues (£500,000 and over) by “‘ new” companies in 
1926 the figure was 20%. 

Issues by “ old ” companies are usually more straightforward, 
and the published figures are a better indication of the amount 
made available for investment by industry. But a similar 
discrepancy arises when part of the proceeds of an issue are 
used to purchase another going concern and convert it into a 
subsidiary company. There are many minor variants of this. 
The concern may already have been owned in part, or only part 
of its capital may be bought up. But the principle is the same. 
Cash is then absorbed by the vendors of that concern without 
any direct addition to the total of real investment by industry, 
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just as in the case of the vendors of shares in a “‘ new ” company. 
No attempt has been made to estimate the extent of this practice, 
for the information given in prospectuses is not adequate for 
this purpose, and therefore a detailed study of company accounts 
would be necessary. But after studying prospectuses it seems 
clear that considerable sums were absorbed each year in this 
way. ; 

Such, then, are some of the difficulties involved in the quantita- 
tive approach to the significance of the new issue market. The 
published figures are not a direct measure of part of new industrial 
investment. They are not even a good index, for they exaggerate 
by what there is reason to believe is a highly variable percentage. 
Moreover, that part which they do attempt to measure does not 
bear a constant proportionate relation to the whole of industrial 
investment from year to year. 

This whole approach, too, seems to be based on the implicit 
assumption that the mechanism of the new issue market is, or 
should be, a channel through which funds provided by the public 
flow directly into the bank balances of industrial companies 
to be used for real investment. That assumption is not entirely 
warranted. In order to examine it further, it seems necessary 
to review the wider structure, of which the new issue market 
is only one part, that financial and industrial structure which 
influences the distribution of investible funds; and in so doing 
other questions arise. 

One aspect of that distribution is the flow of funds to large 
and small firms respectively within the sector of private industrial 
investment. The ideal financial mechanism would so direct this 
flow as to equalise the marginal efficiency of capital throughout 
the sector. Funds would be provided to exploit investment 
opportunities of which the expected yield, after due allowance 
for risk, was, say, 6°94, whether the firms were large or small. 
With a distorted or lopsided financial mechanism, however, 
some firms, large public companies, for instance, may be able 
to obtain funds cheaply enough to finance expansion expected 
to yield 5%, whereas others, such as small private companies, 
are unable to raise capital for expansion with a probable yield 
of 7%. Insuch a case the inadequacy of that part of the financial 
mechanism which supplies funds to small firms causes an exag- 
geration of lenders’ risk, and thus distorts the distribution of 
funds. 

Such briefly is the theory. As it rests on such intangibles 


as risk and expectations it can obviously not be applied with 
No. 229—voL. Lvm. F 
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mathematical accuracy. It can only be asked whether a given 
set of facts on the costs and volume of the flow of funds into 
investment indicate that the financial mechanism may be dis- 
torted. 

Is there any evidence of such distortion in the British capital 
market ? 

That the long-term capital market in Britain in 1937 was 
different in many ways from what it had been in the nineteenth 
century, or even in 1913, is sufficiently obvious. But the pre- 
dominant cause of change had been a slow process. It could 
perhaps be summed up briefly by saying that in the nineteenth 
century much of the long-term capital for industrial expansion 
was provided out of the profits of private industrial firms, and 
by private borrowing from fairly rich individuals with local, 
and often personal, knowledge of the firms and their manage- 
ment. By 1937, though that process was not negligible, {it was 
overshadowed by the expansion of public joint stock companies 
of which the shares were quoted on the London Stock Exchange. 

Although this was one change, two aspects of it can be dis- 
tinguished : 


(1) The improvement of the new stock exchange method, 
and the broadening of its scope. 

(2) The increasing difficulties in the way of the old private 
methods of raising funds for industrial investment. 


They were not, of course, independent causes. The fact that 
investment in a wide range of publicly quoted stock exchange 
securities of industrial companies was possible, indeed easy and 
respectable, was in itself an important cause of the decline in 
funds seeking private local outlets for investment. But the 
point of the distinction is to bring out the possibility that a 
divergence may have developed between the rate of growth of 
the stock exchange facilities, and the rate of decline of the private 
sources of funds. 

This is simply a restatement of the familiar points raised by 
the Committee on Finance and Industry of 1931, commonly 
termed the Macmillan gap. The extent of the gap in respect 
of long-term finance for small business has always been a con- 
troversial question. But the point with which this paper is 
concerned is to what extent the decline in the old private sources 
of funds for small business has been offset by the development 
of new sources of funds, other than through the new issue market. 
For that appears to be one way to estimate the importance of 
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the new issue market to small business. My contention is that 
this importance has greatly increased, because the extent of the 
offset has been small. This must remain a matter of opinion, 
for neither the extent of the decline in the private sources of 
funds nor even the amounts provided as an offset can be measured 
exactly. 

But there are a number of indications of orders of magnitude. 
It is possible, for instance, to compare the position in Britain 
with that in the U.S.A. where more statistics are available, 
though naturally the comparison must not be pushed too far. 
In the course of the years 1933-39 there was a big expansion of 
medium-term loans in the U.S.A., of which those from the Recon- 
struction Finance Corporation and the Federal Reserve Banks 
were extended chiefly to small firms, and in addition new tech- 
niques of short-term lending to small business on the security 
of accounts receivable and field warehouse receipts, both by 
specialised finance companies, and by the commercial banks, 
so developed that by 1939 very large amounts of such types of 
credit were outstanding. There was also a big net growth of 
medium-term credit, again mainly to small business, in the form 
of hire-purchase finance agreements for the purchase of machinery 
and other productive equipment. Yet in 1939 the small firms 
seem to have been still chronically short of funds, and especially 
of long-term capital to finance expansion. They were relying 
to a quite disproportionate extent on short-term credit of every 
sort, because longer-term credit was simply not available in 
sufficient quantity. This showed up in large current liabilities 
and poor ratios of current assets to current liabilities. It was 
true, and indeed particularly noticeable, in the cases of many 
of those firms that were making good profits and expanding 
fast. Moreover, the high rates of interest charged for credit 
to small business also indicate the extent of the demand in spite 
of the big expansion of volume. 

For whereas big corporations were then obtaining a large 
volume of funds for investment in fixed as well as in working 
capital at rates of interest averaging less than 4%, by such 
methods as medium-term loans from commercial banks, and 
private placings of non-quoted securities with insurance companies, 
the various methods of borrowing used by the small firms showed 
a wide range of interest rates averaging about 8%. 

Thus it seems fair to conclude that in spite of big offsetting 
factors a serious distortion of the financial structure had de- 
veloped in the U.S.A. Now in Britain there were additional 
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reasons aggravating the decline in the old private sources of 
funds. The offsetting developments were also much smaller. 
So that on both these counts the net supply of funds for small 
business, other than through the new issue market, was even 
more drastically reduced. 

Taxation of high incomes and of business profits was heavier 
in Britain. This reduced not only the external supply of loanable 
funds from local wealthy individuals but also the internal source 
of undistributed profits. This was aggravated by the incidence 
of surtax on the earnings of partnerships, and by the tardy 
adjustment by the Inland Revenue authorities of their scale of 
depreciation allowances to keep them in line with actual costs 
under this head. Moreover, the centralisation of investment 7 
on the London market was probably greater than that on New 
York in the U.S.A. So that a wealthy individual in Bristol 
was even more likely than his opposite number in Minneapolis 
to choose a nationally quoted stock exchange security as an invest- 
ment, rather than to put his money into a small local firm. 

As for what have been called the offsetting developments, 
there seems no doubt that these were on a much smaller scale 
in Britain. The activities of United Dominions Trust and other 
hire-purchase finance companies in the field of productive equip- 
ment were trifling compared to the United States figures. Nor 
do the sums advanced by Credit for Industry and the various 
bodies concerned with the “ depressed ”’ or “ special” areas add up 
to anything on a national scale comparable to the United States 
developments. And although statistical information on the sub- 
ject is conspicuous by its absence, it does not seem either that 
a really big volume of credit for small business was provided in 
Britain by institutional investors, such as insurance companies, 
by way of loans or purchase of securities not quoted on the stock 
exchange. Again, British bank loans are shrouded in mystery 
as to the effective duration of credit to each borrower. But 









































whatever the absolute position may be in this respect, there is 
no indication that there has been a large expansion of what is 
in effect medium-term credit to small firms in recent years. 

Thus it appears that small firms must now rely on the method | 
of raising funds through the new issue market to a much greater 


extent than ever before. It is the adaptation of the market to 
these requirements that seems therefore to be one of its most 
significant features in recent years. 

Turning, then, to the internal evidence of the new issue 
statistics, it is possible to find in them confirmation of this theory. 
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Confirmation may be too strong a term to describe the fragmentary 
data presented here. For proof it would be necessary to know 
a great deal about the fringe of unsatisfied borrowers; and the 
statistics deal only with those who succeed in making issues on 
the market. And even then it is possible only to estimate costs 
of issue, which are of course only part of the total costs of borrowing. 

It has been found convenient in analysing new issue statistics 
to make the distinction between large and small depend upon the 
size of the issue which is known, rather than upon the going- 
concern value of the company concerned which is problematical, 
or its nominal capital which may be misleading. Issues of less 
than £500,000 have been classed as small, and those of £500,000 
and over as large. Although rough and arbitrary this distinction 
serves to bring out the main points of the comparison. 

For large “old” industrial companies the mechanism of 
the new issue market was adequate and cheap. The normal 
method of finance of expansion for them was probably by an 
issue to their own shareholders. Even if it was thought prudent 
to have this underwritten, the costs of the operation were small, 
not more than 4% in most cases. The rdéle of the new issue 
market was thus indirect in providing underwriting facilities 
and, more important, a market for the sheres after issue. Direct 
issues to the public by such companies were usually of fixed 
interest securities, :°ldom of ordinary shares. For instance, 
in a sample of all prospectuses published in the Financial Times 
for the year commencing October 1, 1945 (which was in effect 
the first post-war year for the new issue market), it was found, 
that £25-5 million of fixed interest securities (preference and 
debentures) were issued, and only £0-5 million of ordinary shares. 
In the 1937 sample the figures were £12-5 million and £1-5 million 
respectively. Costs of issue of such fixed interest securities 
were low; in 1945-46 the average was 4% for preference, and 
under 2% for debentures; in 1937 6% and 3%. 

Large “new” companies more often issue ordinary shares. 
They have been too few in number in the samples studied for 
much weight to be put on generalisations as to costs of issue, 
but in 1937 these appeared to be from 5% to 7%, and the general 
conclusion is that for this class of borrower adequate facilities 
were available on the new issue market at reasonable cost. 

For small companies the evidence of the samples was briefly 
of high costs of issue, tending to fall as the organisation of this 
section of the market improved. 

There has emerged in recent years a group of issuing houses 
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specialising in small home industrial issues. In the period 1936- 
39, for instance, there were, according to the Issuing House Year 
Book, seven issuing houses which made at least ten issues each 
of less than £500,000 for home industrial companies. In addition 
several of the old-established houses primarily concerned with 
large issues have made a few small ones. The importance of 
the sponsorship of a good issuing house, with a reputation to 
maintain, and a body of clients to absorb its issues, has been so 
thoroughly demonstrated, in the Macmillan Report and else- 
where, in discussion of home industrial issues in general, that it 
seems unnecessary to elaborate the case as it concerns small 
issues. 

The fact that these developments have occurred in the 
organisation of the new issue market is in itself an indication of 
the increased importance of the business of small new industrial 
issues. 

Important changes, however, have occurred in the method 
of recourse to the new issu. market. One or two of the issuing 
houses specialising in small issues have been experimenting in 
nursing small firms for a few years until they are large enough, 
or their prospects are sufficiently well established, for an issue 
to be made. Their experience appears to have been that they 
have been flooded with applications for assistance of this sort, 
so that they have been obliged to reject a very large proportion 
of them. It seems, too, that hardly any of those rejected have 
succeeded in their efforts to raise capital through the new issue 
market. This tends to confirm the suggestion that the decline 
in the old private and local sources of funds has outstripped the 
rate of growth of centralised financial facilities for this type and 
size of industrial firm. It will c. course be possible to be more 
precise on this subject when the new Industrial and Commercial 
Finance Corporation has been in operation long enough for the 
extent of its normal, as distinct from te-:porary reconversion, 
finance to be assessed. 

Another change in method of apprc :ch to the new issue 
market is in the extent to which “new ’ companies raise new 
money for themselves. The traditional view was that it was 
normal for them to do so. But this is in fact becoming the 
exception. In 1926 new money received by the companies 
themselves (on a wide interpretation of the term to include funds 
for the repaynent of bank debt) amounted to 40% of the amount 
subscribed by the public in that sample of small issues. There 
were not many companies in that sample raising no new money 
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36- at all, but simply making issues by which shares were transferred 
od from vendors to the public. But by 1937 the percentage of new 
ich ff money received by the companies had declined to 25%. And 
in § in that year’s sample rather more than a quarter of thé companies 
ith received themselves nothing from the issues. (In 1945-46 as 
of : many as two-thirds of the small issues were of the “ pure transfer ” 
to §F type raising no new money for the companies concerned; but 
80 this was probably due in part to the selective influence of the é 
se- Capital Issues Committee.) Now some of these “ pure transfer ” 
it § issues were no doubt made by firms that were not planning any 
all substantial real investment in expansion. But there were others, 
as can be seen from statements in the prospectuses and the 
he § financial Press at the time, for whom the “ pure transfer ” issue 
of & was but the first step in a process that did involve real invest- 
al . ment. That is why this has been described as a change in method. 
q The reasons are not far to seek. Costs of an initial issue were 
od ’ high. Costs of a subsequent issue by a company, even a small 
1g ; company, whose shares were quoted on the stock exchange were 
in | not so high; costs of an issue to shareholders were lower still. 
h, Comparison of costs of issue is complicated by the number 
6 q of variables involved and their interdependence. The crucial 
y point appears to be that “new” small companies must issue 
t, ordinary shares. Thus in the 1937 sample there were fifty- 
mn seven “new” small issues. The average size of these issues 
fe was about £180,000. Of these fifty-seven only three did not 
le include ordinary shares; twenty-eight were of ordinary shares 
© only; twenty-two were of ordinary and preference shares. 
© : Now costs of issue of ordinary shares were high for small 
d companies whether new or old. The combination of industrial 
° risk and a narrow market in the shares presumably made it 
1 uncertain whether investors would subscribe for them, and so 
® added to the risk borne by the issuing houses and underwriters 
0 . concerned. But by splitting an issue of about £180,000 into 
’ two classes of shares, ordinary and preference, the market in 
j each would be made narrower still. Nor was the issue of fixed 
interest securities only practicable in such cases, if for no other 





reason than that a preference issue of, say, £100,000 made by a 
company with a total actual capital of £180,000 would be neither 
well covered nor marketable. A bigger preference issue by such 
: a company would be even less adequately covered, and a smaller 
one even less marketable. (The assumption that £180,000, the 
average size of issue, represented roughly the average capitalisa- 
tion of the companies making the issues was justified in these 
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cases, although of course it would not be in the case of issues by 
large old companies.) 

In fact the average costs of issue for this 1937 sample of small 
new companies were as follows : 

Twenty-eight companies issuing ordinary shares only, 17% ; 
Twenty-two companies issuing ordinary and preference 

shares, 13%. 

(Costs of issue have been taken as the difference between the 
sum subscribed by the public, and the net amount, after payment 
of expenses, received by the company and/or the vendors, 
measured as a percentage of the sum subscribed by the public.) 

With what should these costs of issue be compared? Taking 
a broad view of the cost of raising funds for industrial expansion, 
comparison might be made with the costs of an issue to share- 
holders by a large old company, estimated at 4%. But if atten- 
tion is confined to issues to the general public, the only practicable 
comparison is with the sizeable class of issues by large old com- 
panies of preference shares, for which costs of issue in both 1937 
and 1945-46 were on the average about 5%. 

(Issues of ordinary shares by large old companies were too 
rare to be used. Nor is this simply a defect in the available 
statistics. For it may be questioned whether the odd old large 
company making an issue of ordinary shares to the public instead 
of to its own shareholders was not of doubtful financial standing.) 

Such, then, was the disparity between the costs of large and of 
small issues. It is possible of course to argue that it was due to 
real factors, irreducible fixed costs of issue that bear more heavily 
on small issues, and the bigger risk involved in investment in 
small firms. But my own opinion is that this is not the whole 
answer. There was a reducible element in the high costs of the 
small issues; the financial mechanism was somewhat distorted; 
- and because the average small business needed to make use of 
the market as a stage in the process of raising funds to finance 
real investment, it was important that this distortion should be 
corrected. There are signs that this corrective process is already 
under way. 

The decline in the costs of small issues through time raises 
further difficulties of measurement. Costs of issue could not be 
calculated from all the 1926 prospectuses; but on the whole 
they seem to have been distinctly higher than in 1937. In 
1945-46 the stock exchange introduction (technically termed 
“placing ’’) method was popular, but the measurement of costs 
of that method is so complicated and liable to error that these 
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will be ignored. Taking, then, offers for sale and public issues 
only, costs were again lower than before, 10% for small “new” 
companies issuing ordinary shares only, as compared with 17% 
in 1937. This sample is too small for much weight to be put 
on the figures. There was also an enforced reduction in advertis- 
ing costs that may prove only temporary. But that costs of 
issue for small companies have been falling is what would be 
expected from the improvements in the organisation of issuing 
houses for this class of business, and the diminishing reluctance 
of institutional investors to take up such shares. 

There are in addition some other signs of improvement. It 
has been argued that the decline in the old private sources 
compels a growing firm to come to the new issue market for funds 
at an earlier stage in its expansion than it used to do. There- 
fore not only the cost of issue is important but the minimum 
practicable size of issue. There was little change between 1926 
and 1937 in the average size of small issues. But between 1937 
and 1945-46 it only rose from £180,000 to £200,000, so that a 
marked fall occurred in real terms, particularly if measured by 
the change in price of plant and equipment. 

There is another aspect in which recent changes have been 
more favourable than appears from the crude figures. In so 
far as firms are now able to make their approach to the public 
for funds through the new issue market in two stages instead 
of one the total cost may be less. There is indeed a presumption 
to this effect from the fact that some of them have definitely 
chosen this course. The two stages are: first, an issue raising no 
new money for the company, from which the proceeds are paid 
entirely to the vendors; and second, an issue, either to the general 
public or to the new shareholders, by what is then a public 
company with its shares dealt in on the stock exchange (i.e., 
in my classification an “old”? company). Now because the com- 
pany is then “‘ old” the costs of the second stage in which the 
new money is actually secured will be lower than that of the 
first. If that stage is an issue to shareholders costs may well 
be very much lower, and probably in either event the total costs 
of both operations will be less than if they had been combined 
as was usual in 1926. Thus the above analysis, by concentration 
on the first stage only, probably exaggerates the real burden of 


costs of issue in 1945—46. 
R. F. HENDERSON 


Corpus Christi College, 
Cambridge. 















BRITAIN’S FOREIGN TRADE PROBLEM : 
A COMMENT 











Mr. MacDovueaty’s paper! on Britain’s Foreign Trade 
Problem is the most balanced plea hitherto published in favour 
of those international agreements which have been elaborated in 
the war-time discussions between this country and the United 
States. I submit, however, that his interesting analysis and the 
valuable statistical material which he provided seem to strengthen 
rather than demolish the view that the joint Anglo—U.S. policy 
prior to General Marshall’s declaration at Harvard University 
could not but have disastrous effects to Europe in general and 
Britain in particular. 











I 


The second world war has smashed the delicate balance of 
the world economy, already gravely threatened by the first and 
also by the consequences of the great depression of 1929-34. It 
could and should have been foreseen that, first, the maintenance 
of monetary equilibrium would become far more difficult than it 
had proven in the inter-war period. The vastly strengthened 
predominance of the United States would further paralyse the 
“* classical ’”’ mechanism of readjustment. Secondly, the increased 
inequality in the distribution of productive power between 
nations would, unless far-reaching international economic re- 
organisation were initiated, freeze an international division of 
labour unfavourable to the poorer and smaller countries. 

Europe’s position would no doubt in any case have been 
precarious. The possibility of maintaining so large a population 
at a high standard of life depends on the maintenance of the 
nineteenth-century division of labour. This, however, was being 
undermined by long-term trends which resulted in rapid 
industrial progress in the countries on which Europe relied for its 
supplies of food and raw materials. . Post-war reconstruction, if 
these considerations were pertinent, should have aimed at restoring 




























1G. D. A. MacDougall, ‘‘ Britain’s Foreign Trade Problem,’’ Economic 
JOURNAL, Vol. LVII, No. 225, March 1947, pp. 69-113. These notes were written 
in June 1947, i.e., before the so-called convertibility crisis. There seems no 
cause to alter any of its conclusions. 
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the productive balance between the Eastern and Western Hemi- 
spheres on the one hand, and between primary producers and 
manufacturing exporters on the other, through industrial 
reconstruction in Europe and large development schemes to 
extend primary production. Unless, therefore, smaller countries 
are permitted to combine in co-ordinated planning of their 
economic reconstruction, their inferiority will in all probability 
be perpetuated. If non-discrimination were accepted and all 
preferential arrangements outlawed and with it all planning of 
international development, the hopes for Europe would indeed be 
small. The illogical differentiation between full and partial 
customs unions would freeze the present economic structure and 
promote narrow national autarky as, unfortunately, historical 
and economic factors militate against the immediate formation of a 
full customs union between the main countries even of Western 
Europe and their dependencies. 


II 


The international schemes of reconstruction, devised by Anglo- 
American experts during the war, gave two answers to these 
problems. On the one hand, and only subject to a short transition 
period, a return to a régime of general convertibility of currency 
and non-discrimination in commercial trading was decided upon, 
i.e., the return of free pricing in international economic relations. 
On the other hand, it was agreed to put at the disposal of the 
world a fixed amount of additional international reserves and 
establish international agencies which were permitted to make 
certain exceptions, in case of need, to the basic principles laid 
down.? 

The critics of this conception contended that an immediate 
attempt at restoring the uncontrolled sway of free markets 
internationally would prove a sorry failure, that multilateralism 
based on the outlawry of all reciprocal arrangements, on non- 
discrimination and convertibility, would in the situation which 
was likely to emerge after the war spread restrictionism and not 
cause expansion. They also maintained that the new “rules of 
the game ”’ operated unfairly against poorer and smaller areas and 
would stabilise their inferiority. Finally, they claimed that the 
provision of additional reserves, the rdle of which was to cushion a 
deflationary pressure arising from deficiencies in the balance of 

1 Even these exceptions were narrowed and the transition period in effect 


eliminated by the Anglo-U.S. Financial Agreement—unilaterally in respect to this 
country. 
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payments, were insufficient, and that the escape clauses such as 
the ‘‘ scarce currency clause ” were largely ineffective.’ 
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(1) Let us take in turn Mr. MacDougall’s arguments in defence 
of the main body of these agreements to allay these doubts.2 Our 
main long-run problem, as Mr. MacDougall rightly says, is “‘ one 
of selling, not of production.” * The basic difference of opinion 
arises on the question as to whether the reconstruction schemes 
elaborated would in fact provide the best possible solution of this ; 
problem. But it is insufficient in this context to assume what 
has yet to be proven—that is, that uncontrolled and non- 
discriminating multilateral trade in a monetary setting of 
unconditional convertibility of currencies will in fact maximise 
world trade. 

The statistical material Mr. MacDougall provides tends to show 
persuasively that, in point of fact, in an unplanned world, such 
an expansion is most unlikely to occur, at any rate in the short 
run. It is not even probable, on his showing, in the longer run. 

: We can, however, derive solace and a basis for future policy from 
the fact that statistics of the past performance of a multilateral 
free market world system, afflicted with a strong deflationary bias 
resulting in defensive actions, such as protectionism, cannot 
predict what would happen if we attempted to find a solution to 
the problem of how to plan for the regional development of a wide 
enough area to secure the advantages of mass production. The 
planned exchange of manufactures against primary products 
might easily re-establish a better balance in the world economy, 
especially if it comprised a planned increase in primary production. 
What would be needed in order to maintain the present British 
standard of life without exploiting overseas countries is a 


1 It is regrettable that Mr. MacDougall should imply that the critics of the j 
dominant opinion in this country wish to reduce international trade to a series : 
of bilateral bargains equalising exports and imports between pairs of countries 


and refuse to consider the acceptance of any limitation on national sovereignty E 
in commercial and monetary matters. There is, to my knowledge, no evidence ; 
which would justify these strictures. Coming in the context of a well-balanced ; 


and restrained argumentation, these reflections will strengthen American pre- 

judice against any suggestion for modifications of the present rules and regulations, : 

however necessary they may prove in practice. ; 
2 Apart from the regulation of tied loans Mr. MacDougall does not propose 

any specific reform. No useful purpose is served, however, by general willingness 

to reconsider some of the schemes. We have passed that stage. 

3 Ibid., p. 78. 
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deliberate planning for such an international division of labour 
as would, in a more limited field, restore the function of Britain 
and Europe to provide overseas countries with manufactures. 
But the policy which Mr. MacDougall defends in fact outlaws such 
an attempt. 

The least objectionable result which we might obtain within 
this “‘ Anglo-American ”’ system; is to secure an opportunity to 
compete on very unequal terms with the United States for the 

rotected national markets of others.1 The American competitive 
Pp pe 
power, already enormous in consequence of their far larger 
opportunities for mass-production and their capacity to provide 
tied loans, can hardly be countered in this way. The substantial 
concessions in commercial matters which this country was forced 
to give to war-damaged and to undeveloped areas through the 
redrafting of the I.T.O. Charter® provide a good indication of 
the trend in front of us. Mr. MacDougall’s plea for a strict 
interpretation or limitation of the protection of infant industries 
would hardly confer an unequivocal advantage on Britain. 
Unconditional non-discrimination would strictly limit our en- 
deavours to speed up colonial development and might interfere 
with the reorganisation of British industry.‘ 

All experience tends to show that in a system in which 
reciprocal agreements are completely outlawed and in which 
industrialisation is managed not on the basis of an overall plan 
but through tariffs, i.e., by giving inducementg to sectional 
interests, developing countries are not made explicitly aware of 
their interest in intensive international exchange of goods. That 
system is, therefore, likely to encourage narrow national autarky. 
Mr. MacDougall has not shown that the same process already 
prevalent in the 1920’s will not be repeated if indeed we assumed 
the obligations implicit in the letter and spirit of Bretton Woods 
and the I.T.O. Nor has he shown that a planned expansion of 

1 Cf. my article ‘‘ The Charter of the I.T.O.,”’ ibid., Vol. 9, No. 3/4, pp. 104— 
128. The escape clause permitting effective discriminatory import restrictions 
is limited in operation to the transitional period. 

* We can, of course, compete by cutting real wages, but that cannot be the aim 
of the British policy. 

3 References to the I.T.O. Charter mean its form as agreed upon by the London 
Conference in the autumn of 1946. Since this was written a new draft appeared 
(Geneva, 1947) to be submitted to the full conference convoked to Havanna. 
No change in substance has been made in the earlier draft. 

‘ This was written before the negotiations started to secure such reinterpreta- 
tion of the non-discrimination rule of the Anglo-U.8. agreement as would permit 
mutually advantageous trade between Britain and her colonies despite the shortage 


of dollars. The whole trend of British policy justifies the critics of the earlier 
conceptions. 
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trade in a more limited area could not give us the material basis 
for a high standard of life. 

The evolution of a coherently planned regional system (which 
at least initially demands preferential reciprocity though it will 
continue multilateral trading both within and outside) might not 
be feasible politically, but it is not incumbent upon us to disparage 
it, if it could in fact provide the optimum solution for Europe and 
Britain. There is little doubt that without some such inter- 
national planning the maintenance of the British standard of 
life will be very difficult, if at all possible. A strengthening of 
unreasonable prejudice abroad against such a solution which 
might restore equality of opportunity between nations can surely 
not serve the British cause. 

(2) Mr. MacDougall’ sanalysis of the working of a multilateral 
system 1 is even more open to doubt. To assume, as he does, that 
multilateralism is always expansive and that bilateralism always 
tends to cut the volume of foreign trade ? is to beg the question. 

Multilateralism of this particular type enforces the monetary 
dominance of the strongest country over the rest of the system. 
So long as that country’s balance of payments is balanced without 
a drain of the liquid reserves of the other countries, there is no 
cause for monetary disequilibrium—though, as we have attempted 
to show above, the inequality in size and wealth of countries 
prejudices the future of the poorer and smaller areas and especially 
of the smaller manufacturing exporters.* But it is highly unlikely 
that even monetary equilibrium will be preserved unless the 
productive balance between the United States and the rest of the 
world were first restored; and the restoration of that balance is 
severely prejudiced, if not made impossible, by the new rules of 
the game. Few would now subscribe to Lord Keynes’ post- 
humously published opinion that “‘the chances of the dollar 
becoming dangerously scarce in the next five to ten years are not 
very high.” 4 The deficiencies which are likely to arise both in 

1 One should beware of confounding planned multilateralism with this concept. 
There is no reason why planned reciprocal agreements should rule out multilateral 
trade and in point of fact there were hardly any reciprocal—often miscalled 
bilateral—arrangements which did not make provision for multilateral trade, even 
in the 1930’s. The payments agreements concluded with Germany by her 
creditors proved this point conclusively. They were never on a strictly bilateral 
basis. The intolerable situation of a unilateral drain by one country of other 
countries’ international reserves, while prohibiting all measures except general 
restriction to readjust the position, was certainly ruled out by these arrangements. 

2G. D. A. MacDougall, op. cit., pp. 86-87. 

3 Cf. also my article ‘‘ The Charter of International Trade,”’ op. cit., pp. 110-114. 

* Lord Keynes, ‘‘ The Balance of Payments of the United States,’’ Economic 
JournAL, Vol. LVI, No. 222, June 1946, p. 185. 
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the transitional period and subsequently whenever the United 
States suffers from a slump, are of a magnitude which cannot be 































oh covered either by commercial lending or by the credit facilities 
il provided by the Bretton Woods institutions. But if dollars 
ot remain scarce it is exactly this peculiar multilateralism which will 
Be generalise deflation and reduce the quantum of foreign trade below 
nd the level at which it could have been maintained, had dis- 
= criminating policies isolating the deflationary pressure not been 
of ruled out. Mr. MacDougall’s analysis boils down to begging the 
af same question which he has begged at the outset of his enquiry. 
ch Undoubtedly the present dollar crisis has to a large extent 
ly ; been caused by the slowness of reconstruction in Europe and in 
this country, and not as expected by a slump in the United States. 
al But the European failure to regain her pre-war level of production, 
- especially in food, is one of the most important reasons for the 
- maintenance of an unexampled level of activity and prosperity in 
“a the United States, and this fact has been officially acknowledged 
‘Y in that country. Is it doubtful that had Europe not needed 
"“ ; American exports to this colossal scale the United States recession, 
os if not a slump, would already have started? Could Britain have 
7 found markets for her exports in case of an American slump ? 
d This country is more dependent than ever on the export of goods 
” in which the United States mass-production power is strongest 
y and in which the United States, apart from her capacity to extend 
y tied loans, could also increase competitive pressure by selling at 
” less than full cost. Britain’s exports, moreover, consist of goods 
. which can most easily be forgone. A general deflationary 
- pressure forcing other countries to cut down imports would leave 
f this country in a hopeless position. Our adherence to a system 
where general deflation is a possibility is to say the least a 
4 gamble. 
. In addition Britain is more dependent on the import of primary 
P products than other countries, her position would have been more 
prejudiced than that of any other country under the new “ rules 
~ of the game,’ which do not permit members to discriminate 
n between the suppliers of any category of goods and thus enforce 
. general restrictions on.“‘ unnecessary ” imports. It seems, there- 







fore, that the speed and manner in which the dollar crisis made 
itself felt might yet come to be regarded as a blessing in disguise. 





— 






1 Cf. my article ‘‘ The United States in the World Economy,” Ozford Institute 
of Statistics Bulletin, Vol. 8, No. 10, especially Table 6, p. 320. 

? Cf. the Second Report of the President on the Economic Outlook, July 
1947. 
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These considerations show, moreover, that it would be a 
delusion to think that our present position is exceptional and 
due to the domestic production crisis, and that it will be cured 
once coal production has risen and productivity has increased. 
Britain was by the post-war settlement placed on the horns of 
an awkward dilemma which could in any event be expected to 
spike a smooth programme of reconstruction. If, on the one hand, 
the world at large was recovering and not in desperate need of 
United States supplies, the export position of Britain would 
become all but hopeless (provided she tried to avoid mass un- 
employment) whenever United States business activity is not at 
a boom level (or constricted by strikes). If, on the other hand, 
United States prosperity were sustained by the failure of recon- 
struction elsewhere, the British position would be menaced by 
a growing world shortage of dollars which must under the new 
rules lead to a cut in British exports, as Britain does not export 
food and raw materials and it is those goods which will receive 
priority by everybody. 

This dilemma can be resolved, but it can be resolved only 
by re-establishing the balance in the world economy. These 
problems and difficulties could be foreseen already during the 
war and were foreseen when plans were put forward for a reinforced 
International Investment Board. 

The regrettable fact remains that the non-discrimination 
clause in the Anglo-U.S. Financial Agreement (which has seriously 
hampered Britain in achieving a better balance without un- 
necessary hardship, because it does not permit us to increase 
imports from “soft” areas while limiting our imports from 
America) has never been contested by our negotiators. This is 

1 «New Plans for International Trade,’”’ Oxford Institute of Statistics 
Bulletin, Vol. 5, Supplement 5, 1943. Commenting on the probable working of 
the official plans, I then wrote: ‘‘ The advantage which would accrue to all 
countries from the acceptance of an International Clearing Union supplemented 
by an International Investment Board, with functions as outlined above, are 
evident. This is the solution which should be aimed at. If, for some reason, 
international agreement along these lines cannot be reached, we shall get an 
uneasy working of the British or the American Plan, or a compromise between the 
two. These plans may break down, as has been explained in detail, if the un- 
concerted policies of the member States do not produce a similar result to that 
consciously aimed at by our scheme. It would, however, be rash to rely on such 
a happy coincidence. The war has created considerable economic disequilibria 
and if the main countries do not succeed in neutralising them by a controlled 
demobilisation policy it is likely that through a sharp restocking and reconstruc- 
tion boom the violent.cyclical fluctuations of the period between the wars will 
recommence. In that case the weaker countries will sooner or later exhaust 
their liquid reserves, and policies of restriction will spread, as they did in the inter- 
war period.” (Jbidem, p. 38.) 
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clearly shown by the speech in the House of Lords of the late 
Lord Keynes in defence of that agreement.* 

(3) Thus even from a point of view of monetary equilibrium it 
is difficult to feel that a country like Britain, exporting a multitude 
of manufactured goods, can re-establish her international balance 
unless she were permitted to conclude reciprocal agreements. 
But because of the nature of ler exports such reciprocity in 
the case of Britain can hardly take the form of bulk sales without 
undue restriction of the foreign buyers’ choice. 

Mr. MacDougall’s analysis of whether Britain can gain by 
providing a stable and guaranteed market to primary producers 
against similar guarantees for her export, t.e., how far our com- 
mercial relations are of a bilateral character, cannot be regarded 
as satisfactory. His contention that Britain’s international 
economic relations are of a multilateral character rests on data 
for the year 1930 which have no relevance to our present problems. 
No doubt it might be theoretically more economic to expand 
exports to certain areas to pay for imports from others. But 
the possibility of expanding trade in a world system which is 
wholly and indiscriminately multilateral in character depends 
on the maintenance of monetary equilibrium in that system. 
Mr. MacDougall has yet again assumed without any proof that 
equilibrium will in fact be maintained. Otherwise it is clear 
that a limited multilateralism between countries in similar 
position will expand trade further between them than the 
adoption of an open system. Thus it is a delusion to forgo 
increasing trade between the areas suffering from a dollar 
shortage by reciprocal agreement in the hope that the position 
will, somehow, change and we might, somehow, make larger 
gains in the end. This does not mean, as we emphasised before, 
that each pair of countries should balance their trade with each 
other. But it represents a departure from a completely open 
system prescribed by Bretton Woods and I.T.0. And our ability 
to provide markets is, under these conditions, a valuable asset. 

Nor is our ability to provide stable markets, which is, as we 
have seen from the example of the Canadian wheat contract, 
of great importance to.producers, in any way competitive with 
that of the United States. Mr. MacDougall’s analysis, which 
contrasts American import capacity with ours, at least implicitly 
suggests that such reciprocal agreements might be interpreted 


1 Hansard, House of Lords, Vol. 138, December 18, 1945. Since then events 
have completely vindicated the criticism of the Agreement, cf. this JOURNAL, p. 77, 
note 1. 

No. 229—VvoL. LVIII. G 
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as hostile to the United States. A more detailed analysis of 
the American and British imports shows, however, that no such 
competitiveness exists and that the increase in American imports 
in no way detracts from the importance of Britain as a market 
for most of our suppliers. Even geographically the distribution 
of British and United States imports, except for Canada, is 
complementary rather than competitive. 

We may thus conclude that there is no reason why reciprocal 
trade between Britain (or preferably Western Europe) and certain 
overseas areas (including colonies) should not be expanded to 
the mutual benefit of those areas, without in any way prejudicing 
American trade, the volume of which is exclusively determined 
by the availability of dollars which such reciprocal agreements 
do not influence. Mr. MacDougall’s tables for 1930 in no way 
invalidate the contention that under present conditions a well- 
balanced programme of reciprocal agreements is likely to expand 
trade more than adherence to “‘ Bretton Woods.”’ 

(4) Mr. MacDougall’s demonstration of the general effective- 
ness of devaluation,? the sovereign remedy prescribed by the 
Bretton Woods Agreement, is also far from being conclusive. 
If we could assume, as the representatives of the orthodox school 
did assume,’ that changes in the demand of one country would 
not lead to consequential changes in the demand of other countries, 
devaluation can be expected to work. In other words, if there 
were perfect competition between countries devaluation might 
effect the permanent adjustment of the country to a world 
economy in equilibrium. This explains why the devaluation 
of smaller countries with staple exports, e.g., Estonia, had a 
beneficent effect.4 If, however, the disequilibrium in the balance 
of payments of a country is due to general cyclical causes, or if 


1 Cf. The Network of World Trade, League of Nations, 1942, p. 33, and Survey 
of International Trade, League of Nations, 1942. Lack of space forced the writer 
to refrain from reproducing these statistics, which show the misleading character 
of Mr. MacDougall’s global figures. 

2 Mr. MacDougall admits that circumstances may exist in which devaluation 
would not improve the balance of payments. But his treatment tends to dismiss 
this case as exceptional and already dealt with by the I.T.O. Charter. Un- 
fortunately the I.T.O. Charter, even in its amended form (except for a short 
transitory period), also enjoins general restriction and does not permit the 
maintenance of trade between countries (not by any means pairs of countries) 
willing and able to trade with one another. Cf. my article ‘‘ The International 
Trade Charter,”’ op. cit., pp. 124-125. 

3 £.g., Professor Haberler, ‘‘ Currency Depreciation and the I.M.F.,” Review 
of Economic Statistics, November 1944, pp. 178-181. 

* Cf. my essay ‘‘ The International Aspects of Full Employment ”’ in the 
Oxford Institute of Statistics Hconomics of Full Employment, pp. 140-146. 
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the devaluing country is an important element in world demand, 
this assumption obviously does not hold.1 We are, then, con- 
fronted with accumulative competition for a shrinking demand, 
and, what is even more important, it is the process of such com- 
petition which is one of the most powerful factors causing the 
shrinkage of that demand. 

Mr. MacDougall’s proof rests on the fact that the share of a 
country’s foreign trade in total world trade shows a parallel 
movement to the value of its currency in terms of foreign 
currencies. But the percentage figures, which Mr. MacDougall 
uses, effectively veil the essence of the causal connection. What 
he ought to show to prove his case is that devaluation by one 
country does not lead to such countermeasures or automatic 
reactions (deflation) in other countries as would lead either to 
the wiping out of the temporary advantage gained or to a stulti- 
fication of the policy in consequence of the shrinkage of the total 
trade. The British problem cannot be solved by temporary 
increases in her share of world trade, nor can it be solved if our 
measures lead to a shrinkage of world trade. Under the new 
rules this process would not be different from the sequence of 
events which is demonstrated by Mr. MacDougall’s tables, i.e., 
that devaluation leads to countermeasures in foreign countries.” 
Indeed it is much to be doubted whether, should a general re- 
valuation of currencies start, Britain would gain in her relative 
competitive power in the world economy, as the exchange rates 
of other European countries are even more out of equilibrium 
than sterling. And even if Britain did gain, the problem would 
still remain whether part or the whole of the effect of devaluation 
would not be wiped out by unloosing an international deflationary 
spiral. Even in the long run a greater confidence could be 


1 This has been admitted by so staunch an advocate of multilateralism as 
Dr. Triffin. Cf. ‘‘ National Central Banking and the International Economy,” 
to be published shortly in the Review of Economic Studies. 

2 Ibidem. 

5 Devaluation of the pound at present, just as in the case of a general slump, 
would hardly have beneficial effects. Britain is importing in the main staple 
commodities which have world markets. The quantity of our imports is not 
governed by internal money demand but by Government decision. A devalua- 
tion of sterling would not by itself cut imports (and a cut of imports can be effected 
without devaluation). Hence devaluation would not exert pressure on our 
import prices in terms of foreign currency, which would, therefore, in terms of 
sterling increase fully in proportion to the rate of the devaluation. Our export 
prices, on the contrary, are in most cases not perfectly competitive prices, but 
result from imperfect competition and the varying degrees of oligopoly. It is 
exceedingly unlikely that devaluation would increase the volume of our exports, 
as they are now determined by ‘‘ market forces.” It is even more unlikely 
‘hat our export prices would immediately be put up in full proportion to devalua- 
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placed in devaluation as a remedy of ‘‘ fundamental ”’ disequilibria 
if we had an effective instrument, such as an effective International 
Investment Board, to safeguard international monetary equili- 
brium, or, at least, if the Report of the Preparatory Committee 
of the United Nations Conference on Trade and Employment 
which recommends that the burden of readjustment should be 
squarely placed on the deflating country by forcing her to increase 
her propensity to import, were in fact implemented. Mr. 
MacDougall, however, does not either discuss the conditions of 
success of the policy he advocates, or propose amendments to 
the existing regulations. His analysis of past data is irrelevant 
to our present choice between policies. 

It has been asserted that the scarce currency clause which 
permits multilateral discrimination against a country’s export 
the hold of whose currency by the International Monetary Fund 
has become exhausted because of its persistent export surplus, 
would fully protect the world against these contingencies. It 
has been overlooked that the Fund can declare a currency scarce 
only when its own holdings of dollars are exhausted and not 
whenever the reserves of the poorer countries give out. 

Only if the Fund consented to waive the severe restrictions 
on borrowing could the declaration of the dollar as a scarce 
currency coincide with the emergence of real dollar scarcity. 
In the meantime countries would be forced to deflate, or under 
the I.T.O. Charter to put non-discriminative quantitative restric- 
tions on their imports. But as Britain exports goods which can 
most easily be forgone, the 1.T.O. Charter does not provide 
much solace. Other more direct measures which would isolate 
the world from the deflationary pressure are still outlawed by 
Bretton Woods and I.T.O. 

(5) There is one more thing which needs to be said. The 
critics of Bretton Woods and kindred arrangements are accused 
by Mr. MacDougall of courting economic warfare with America. 
Nothing was farther from their intention. Indeed what they 
feared most was that, driven by stark necessity, Britain would 
violate the letter and spirit of these agreements and thus start 
a cumulative process of retaliation.! 


tion, as a large number of exporters work on the cost-plus-profit pricing principle. 
Under these conditions we should reap little if any benefit from the volume of our 
foreign trade which could not much better be reaped by direct control, while our 
terms of trade, already greatly menaced both by long-term trends and by the short- 
term after-effects of the war, might even further worsen. 

1 The economic case against these agreements does not imply that it would 
have been wise politically to reject them. What it does imply is that Britain 
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They have been only too fully vindicated. It is most 
fortunate that at any rate the United States State Department 
has learnt the lesson of the unhappy story of last year. What 
is astonishing, however, is that General Marshall’s suggestions 
at Harvard University which fully vindicate the critics’ case, 
should have come from the United States and not have been 
initiated by the British Government supported by powerful 
public and economic opinion in Britain. It is to be hoped that 
British economists will hasten to agree gratefully—if somewhat 
belatedly—with General Marshall. 





THomas BAaLoGH 
Balliol College, 

Oxford. 
should be clearly aware of the economic threat of these arrangements to Britain 
and Europe and, therefore, press energetically for their revision and the accept- 
ance by America of the right of smaller and poorer areas to reorganise their 
economic systems into efficient twentieth-century units, powerful enough to trade 
with the United States on an equal basis. This in present circumstances cannot 
be achieved if monetary and non-monetary reciprocity remains outlawed on the 
basis of the principle of non-discrimination and of unconditional convertibility. 
Apart from the menace of instability which these rules imply, it is the perpetua- 
tion of the present inequality of opportunity which is the most objectionable 
feature of the post-war international economic arrangements to which Britain 
has given her consent. 





BRITAIN’S FOREIGN TRADE PROBLEM: A REPLY 


I nave read Mr. Balogh’s closely reasoned comments with 
much interest and respect. I should like to discuss every 
paragraph, but must confine my remarks to a few salient points. 


I 


First of all, what is Mr. Balogh attacking ? 

An eminent Oxonian was recently asked by a visitor from 
overseas about views on commercial policy in Britain. He replied 
that there were two schools of thought. One appeared to be the 
old-fashioned “ free trade’ school. The other held that this was 
all ‘‘ my eye.” 

Mr. Balogh seems to be under the same misapprehension. 
While there may well be views meriting the description “ my 
eye,” I think supporters of I.T.O. and I.M.F. can hardly be called 
“free traders.”” Yet Mr. Balogh, who regards my article as a 
“ plea’ for these agreements (although it was largely factual), 
claims that I want an “ unplanned world,” and talks of the 
“completely open system prescribed by Bretton Woods and 
I.T.0.,” with ‘ uncontrolled and non-discriminating multilateral 
trade in a monetary setting of unconditional convertibility of 
currencies.” 1 ‘‘ Surely,”’ he argues in effect, “‘ we tried all this 
between the wars—and you have only to look at Mr. MacDougall’s 
statistics to see what a sorry failure it was.” 

From one so versed in the subject, these are strange descrip- 
tions of agreements that permit discrimination for nearly a dozen 
reasons, and provide for high tariffs, quantitative restrictions, 
state trading, commodity agreements, suspension of convertibility 
and devaluation of currencies. Nor is it true that I want, or that 
a successful I.T.0. and I.M.F. would mean, an “ unplanned” 
world, or a world like that of the inter-war years. It is true I 
do not want a “ planned ” world in which the pricing system has 
been entirely superseded. But I do want international 
“ planning ”’ (if this is a legitimate use of that much abused word) 
to ensure that foreign trade conforms to a sensible code of rules— 
a very different state of affairs from that of the inter-war years. 

Then we had the worst of both worlds. On the one hand 


1 Ttalics mine. 
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were unduly rigid beliefs in a gold standard and unconditional 
non-discrimination. On the other hand, when countries threw 
over these doctrines, there was nothing to restrain the reaction. 
There was unwarranted competitive depreciation, and discrimina- 
tion restrictive of trade. But I.T.O. and I.M.F. neither insist on 
complete non-discrimination, nor allow full freedom to 
discriminate. They neither impose a rigid gold standard nor 
allow full freedom to devalue. They neither insist on free trade 
nor allow unlimited restriction. Had the conferences of recent 
years insisted on rigid doctrines little could have emerged but 
pious resolutions—the only outcome of most pre-war conferences. 
The new international bodies recognise that discrimination, 
restriction and devaluation may be desirable, or at least inevitable, 
in certain circumstances. But they try to prohibit them when 
unjustified and harmful. 


II 


Mr. Balogh professes belief in an international code. He takes 
me to task for implying the contrary. He would not “ refuse to 
consider the acceptance of any limitation on national sovereignty 
in commercial and monetary matters.” Splendid. But what 
kind of rules would he accept? Frankly I doubt whether any 
that were both acceptable to other countries and effective would 
be consistent with his policy for Britain. 

If this were followed, we should have to be virtually free to do 
what we liked—to conclude reciprocal agreements with almost 
any country, to form a preferential U.K. bloc, to subsidise exports, 
and so on. But since Mr. Balogh rarely considers the conse- 
quences of similar action, by other countries, injurious to British 
interests, one is apt to conclude that he would expect this to be 
disallowed by the rules. He even suggests that other countries 
should, in effect, discriminate in our favour—that demand for 
investment goods should be diverted to “ mature deficit ”’ 
countries \—even, apparently, if we are trying to live permanently 
beyond our means, or to maintain an artificially high value for 
the pound. Now I naturally favour a code that gives us special 
privileges while denying them to others; and we stand to gain 
under I.T.0. and I.M.F. as a country in balance of payments 
difficulties and suffering from a world-wide disequilibrium. But 
there is a limit to this sort of thing. If the provisions of a code 


1 ** The Charter of International Trade,’’ Oxford Institute of Statistics Bulletin, 
Vol. 9, Nos. 3 and 4, and ‘‘ The Foreign Balance and Full Employment,”’ Vol. 5, 
Supplement 5, referred to on p. 80 of this JourNAL. 
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too obviously favour a few countries of one type—if they are 
clearly aimed at maintaining in Britain a substantially higher 
standard than we are entitled to—they will not be internationally 
accepted. 

The only alternative type of code, if Mr. Balogh’s policy for 
Britain is to be pursued, is one with so many escape clauses as to 
be completely ineffective. (The I.T.O. charter already runs this 
risk, unless carefully administered; more escape clauses might 
well prove fatal.) But if Mr. Balogh will accept only rules that 
would be unacceptable to other countries or ineffective, this really 
amounts to a refusal to accept any rules at all. It is not I who 
misrepresent his proposals by saying they would involve an 
international free-for-all. It is he who misrepresents my case, 
and prejudices a true understanding of the proposed international 
organisations, by saying that I want an ‘“‘ unplanned ”’ world like 
that of the 1920’s and 1930's. 

Mr. Balogh finds much that is distasteful in the new organisa- 
tions. I agree that they are far from perfect. No individual and 
no nation can be wholly content with widely accepted agreements. 
But if we accept them, the rules can be improved and developed 
as time goeson. Mr. Balogh disputesthis. ‘‘ No useful purpose,” 
he says, ‘‘ is served by general willingness to reconsider some of 
the schemes; we have passed that stage.” But has he not 
admitted that the London meeting of the Preparatory Committee 
was able to make “ remarkable progress ”’ ! in revising the draft 
I.T.O. charter? The latest version, too, gives the Organisation 
wide scope to allow all manner of practices, and much will depend 
on the interpretation of the clauses. The agreements may, of 
course, prove unworkable even if we accept them. But if we 
reject them, or do not try wholeheartedly to make them work, 
they will not even be given a chance—and it may be our last 
chance of widespread co-operation to regulate and expand world 
trade. We shall be inevitably doomed to a world in which every 
country is entirely at liberty to pursue its own policy; and with 
Britain following Mr. Balogh’s policy the rest will not be slow to 
follow suit. Discrimination and restriction will be practised, not 
only when these are right and proper; they will run riot. Other 
countries will be completely free to raise barriers against our 
exports, to discriminate against us, to use their bargaining power 
to win our markets, to form regional blocs from which we shall be 
excluded, to indulge in competitive depreciation. It is for 
Mr. Balogh to show that we shall do better in such a world than in 


1 ‘The Charter of International Trade,”’ op. cit., p. 121. 
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one where British liberty of action, but also that of other countries, 
is limited by international agreement. 


Ill 


But Mr. Balogh minimises the indirect consequences of his 
proposals. Take as an example the effects of bilateral agreements 
on multilateral trade. One can of course conceive in theory of a 
network of such agreements which did not reduce multilateral 
trade below the level it would otherwise have reached. But does 
not experience suggest that in practice (unless the agreements are 
limited by an appropriate international code) multilateral trade 
will be severely restricted? 1 I think Mr. Balogh really agrees, 
for he is at pains to challenge the figures I gave to illustrate 
Britain’s dependence on multilateral trade. Since these refer to 
1930, he argues, they can have “no relevance to our present 
problems.” But is he entitled to brush this evidence aside 
without producing any of his own? Perhaps he relies on an 
analysis he has published elsewhere,” but this does not convince 
me since it is based largely on visible trade. As the value of 
visible exports in 1937 (the year chosen) was little more than half 
that of visible imports, it is hardly surprising that he found the 
visible export surpluses to individual countries very few and far 
between. But is it fair to conclude, with but a cursory reference 
to the large invisible items, that multilateral trade is of little 
importance to Britain ? 

The pattern of our trade has naturally changed since 1930, 
but is there any reason to suppose that our general interest in 
multilateral trade has been greatly re’uced? In 1947, taking 
visible trade alone, although we had a total deficit of nearly 
£600,000,000, we had export surpluses to well over half the 
countries of the world, amounting in all to some £300,000,000.* 
Mr. Balogh has in no way shaken my belief that profitable multi- 
lateral trade is a vital British interest. 

1 Some further considerations will be found in my ‘* Notes on Non-Discrimina- 
tion,” Oxford Institute of Statistics Bulletin, Vol. 9, No. 11. 

Bilateral agreements will never, of course, lead to an exact balance between 
every pair of countries, nor did I intend to accuse anyone of working for such a 
state of affairs, as Mr. Balogh suggests. But the tendency of bilateral agreements 
is undoubtedly in this direction and it was surely legitimate to consider the 
extreme case as an indication of the maximum loss that might be involved. 

* “The Importance of Multilateral Trade for Britain,’ Oxford Institute of 
Statistics Bulletin, Vol. 6, No. 11. 

3 Estimate based on first eleven months of the year. There were deficits of 
roughly £250,000,000 with the U.S. and of £650,000,000 with various other 
countries. 
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IV 


He maintains, however, that it could be largely preserved 
within the groups of his ‘‘ coherently planned regional system.” 
I propose to examine this ‘“‘ regional system ” in some detail. It 
is a central theme in Mr. Balogh’s proposals, and the discussion 
will illustrate some of the difficulties I find in his paper. 

It is attractive to think of a British “ region ” in which we 
got larger and more stable markets. But I should have thought 
the first and most obvious fact about a regional system was that 
ours would not be the only region. Should not Mr. Balogh 
consider the effects of other regional blocs being established ? 

In the first place, might there not be one or more “ regions ” 
in Western Europe—Mr. Balogh mentions the possibility in 
several places. Now he must be aware of the serious obstacles to 
our joining such a group, especially Imperial Preference. Should 
he not then consider the consequences for our trade of European 
preferential arrangements that excluded Britain? These might, 
of course, enable the countries concerned to raise their scale of 
manufacture and so, through economies of mass production, to 
increase their prosperity. They might then import more from the 
outside world, and possibly more from Britain. But is it not 
equally likely in practice that they would buy less from the 
outside world? Even if they bought more, might we not find 
that, with a larger industrial production, they took fewer British 
manufactures, and more primary products from abroad in 
competition with us? Sir Hubert Henderson has expressed his 
belief that preferential arrangements in Europe might prove 
“ extremely dangerous to our interests.” 1 

In the second place, there would presumably be a region 
consisting of Russia and Eastern Europe. 

In the third place, can Mr. Balogh be certain that there 
would never be an American “region”? He may argue that we 
need not fear such retaliation, for so long as there is a dollar 
shortage, the rest of the world will in any case spend all the 
dollars they can get. But could we rely on the continuation of 
such enlightened altruism, remembering (1) that his regional 
system might well demolish I.T.O. and I.M.F., (2) that it would 
injure individual American exporters, and (3) that he justifies it 
more as a method of redressing international inequality than of 
dealing with the dollar shortage (see below)? The United States, 
confronted by regional blocs affecting half their trade, might well 


' The Times, September 20, 1947. 
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become interested in his ‘‘ planned exchange of mauaufactures 
against primary products.” Their region would probably, as I 
have tried to show,! include most of the American continents and 
the Far East. It might also include European and other countries 
dependent on American finance. Mr. Balogh seems to imply that 
such a group would not greatly interfere with our trade because 
British and American imports are “‘ complementary rather than 
competitive.” Now it is true that we are the big buyers of 
meat, dairy produce, timber and tea, while they are the big 
buyers of such things as rubber, tin, coffee, cocoa and gold. But 
Mr. Balogh’s analysis does not go quite deep enough. Although 
we are not large buyers of rubber, tin, coffee, cocoa and gold, 
we depend greatly on our export market in the countries that 
produce these things. Mr. Balogh in no way disproves my 
contention that up to one-third of our pre-war exports went to 
countries likely to be in any American “‘ region.” 

If these are the sort of regions that would emerge in his system, 
we should be left with little more than the Empire for our region— 
an Empire perhaps shorn of Canada, and possibly South Africa, 
Malaya and other countries dependent on the American market. 
We might be left with countries with which we did perhaps 30 to 
40% of our pre-war trade.2 These are countries whose pre-war 
net exports of food could have met little more than one-third 
of our import needs. They were already taking a high proportion 
of their manufactures from Britain, so that the possibilities of 
diverting trade from our industrial competitors are limited; and 
since many of them are keen to develop their own industries the 
prospects of an increase in their total imports of manufactures are 
not very bright. Would it be safe to rely on a group of this kind 
and this size for the very large expansion of mutual trade necessary 
to make good the loss of trade with other groups? Mr. Balogh 
may assume away this loss in theory. Is he really prepared, as a 
matter of practical policy, to ignore its possibility ? 


V 


What powerful arguments has he, then, in support of a 
“regional ” policy that would so seriously endanger our markets 
in a large part of the world ? 


1 Economic JoURNAL, March 1946 and March 1947. 

* The Colonial Empire proper, over whose economic policy we still have a 
measyre of control, has hitherto accounted for only about 5-10% of our trade. 
However important we may regard colonial development (which Mr. Balogh 
mentions on p. 82) it clearly cannot make more than a minor contribution to 
& solution of our difficulties for many years to come. 
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(a) At times he appears to base his case on the existence of 
large-scale disequilibrium in the balance of payments between one 
part of the world and another. Now I entirely agree that, when 
such disequilibrium exists, countries suffering from it should be 
allowed to discriminate in each others’ favour. I said this in my 
article, when discussing the possibility of an American slump, and 
I have discussed it more fully elsewhere. The principle is 
recognised in the scarce currency clause of I.M.F. (which, however, 
as I stated, requires re-examination), and in the I.T.O. Charter 
(which also requires revision). It is right that international 
bodies should permit discrimination in these circumstances while 
at the same time they prevent less desirable forms,” and explore 
other methods of restoring a balance.* But this is quite a different 
thing from a permanent regional system. We have much to gain 
from an attempt, in the face of world-wide disequilibrium, to 
preserve the unity of the world market, while preventing an 
unnecessary fall in trade and a general deterioration in standards 
of commercial policy. We have much to lose from a regional 
system which would shut us off from a large part of the world’s 
markets. It will be hard enough to make both ends meet with 
all the markets in the world at our disposal. 

(b) I think, however, that Mr. Balogh advocates regional 
groups, not so much to maintain trade in the face of balance of 
payments disequilibrium, as to redress international inequality. 
He believes, it is true, that inequality and disequilibrium will go 
together. But he does not fully explain why a poor nation cannot 
compete with a richer one. Japan was not particularly unsuccess- 
ful in her competition with Britain before the war. Is there any 
compelling reason why equilibrium should never be achieved 
between richer and poorer countries, unless of course the latter 
attempt to maintain higher standards than their productivity 
warrants, or artificially high rates of exchange? Is there not 
something in the theory of comparative costs, and do we not in 
practice find wide variations from industry to industry in the 
degree of superiority of the more productive nations? Mr. Rostas 
has shown, for example, that American output per head varies 


’ 


1 ** Notes on Non-Discrimination,”’ op. cit. 

2 For example, the need of countries suffering from the lack of balance to 
discriminate against the ‘‘ scarce currency ’’ countries (using the term loosely) 
must not be allowed as an excuse for discrimination against each other. Nor 
must the ‘‘ scarce currency ”’ countries be allowed to form their own preferential 
arrangements in retaliation. 

® Such as adjustments of exchange rates; appropriate policies of inter- 
national lending, tariff reduction and full employment in the ‘‘ scarce currency "’ 
countries; and ‘‘ disinflationary ’’ measures in others. 
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from little more than the British in some industries to four or five 
times the British in others.? ; 

But let us take Mr. Balogh’s very understandable plea for 
greater equality on its own merits. “It is the perpetuation of 
the present inequality of opportunity,” he says, ‘‘ which is the 
most objectionable feature of the post-war international economic 
arrangements.” He fears that they will ‘‘ freeze an international 
division of labour unfavourable to the poorer and smaller 
countries.”’ ‘‘ Unless, therefore, smaller countries are permitted 
to combine in co-ordinated planning of their economic reconstruc- 
tion, their inferiority will in all probability be perpetuated.” 

Now which are these “‘smaller” countries? Presumably 
countries much smaller than Britain, which is after all the oldest 
and still the third largest manufacturing nation, and even in 
population eighth largest in the world. If Mr. Balogh is thinking 
of such countries, I agree that their internal market may be too 
small to support certain mass production industries, even with 
“infant industry’ protection. Where this is so he would 
presumably advocate preferential arrangements between a number 
of countries to guarantee a large enough market. This may be 
sound in theory, but I am less certain how far it is necessary in 
practice; as Mr. Balogh admits, many small countries are in any 
case making rapid industrial progress. Nor will such arrange- 
ments always benefit the small countries; as Mr. Rothschild has 
shown,” their industrialisation and welfare may be prejudiced 
rather than aided by membership of a bloc containing stronger 
neighbours, quite apart from the reduction in trade that I believe 
would occur in a “ regional ”’ world. 

But whether the smaller countries would gain or lose is in 
any case irrelevant to our present discussion. We are concerned 
with Britain’s foreign trade problem, and Mr. Balogh admits that 
the industrialisation of primary producing countries is likely to be 
to our disadvantage. We have seen, too, how a regional bloc 
formed to foster large-scale manufacture might well reduce the 
demand for our exports and the supply of our imports. 

At times, however, Mr. Balogh appears to include in his ‘‘ small, 
poor countries,” not only those that spring to one’s mind, but even 
the U.K.3 Now I can think of only one country neither smaller 
(in population or industrial production) nor poorer (per head) than 
the U.K. That is the United States. I conclude that, in Mr. 


' Economic JourNAL, April 1943. 
2 Ibid., 1944. 
* See, for example, ‘‘ The Charter of International Trade,”’ op. cit., p. 115. 
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Balogh’s opinion, all other countries 1 should be free to make 
preferential arrangements to assist their industrialisation. The 
splitting up of the world is to be even more widespread than we had 
feared. What, then, is to compensate us—indeed more than 
compensate us—for the loss of markets in so many groups, each 
bent on its own industrialisation? It is, in Mr. Balogh’s words, 
the ability to “ plan for the regional development of a wide enough 
area to secure the advantages of mass-production.” In other 
words, we are to get guaranteed markets in our “‘ region ’’ which 
will make our total market for manufactures comparable in size 
to that of the United States. We can then enjoy the same 
economies of mass-production, and so compete on equal terms. 
Let us examine this proposition. 

(i) In the first place, could we really hope for a market any- 
thing like as great as America’s? According to Mr. Balogh,? her 
national income and manufacturing output are now about 
two-thirds of the world total, outside the U.S.S.R. and China. 
Even, then, if the whole world (outside the U.S., the U.S.S.R. 
and China) agreed to let Britain make all their manufactures, our 
market would be but one-half the American. The most 
spectacular recovery could hardly, even on these assumptions, 
give us a market as large as theirs for many years to come. But 
the assumptions are, of course, ridiculously favourable. Our 
group could include only a fraction of the world, and the member 
countries would naturally insist on making a large part of their 
own manufactures. Before the war we exported, say, one-fifth 
of our manufactures. Even a doubling of our exports would 
increase our total market by only one-fifth—not a great advance 
towards a market of the American size, perhaps five times our 
own. Even with a deliberately planned division of labour under 
which, say, Australia made one type of steel and we another (a 
type of planning whose practicability on a large scale has yet to 
be proved) it is hard to see how the combined market could be 
more than a fraction of the American for any appreciable number 
of products. In fact I think it much more likely that the British 
market would be reduced under a regional system, through our 
loss of markets elsewhere. 

(ii) But even if we could greatly enlarge our market, how far 


ra 


1 Mr. Balogh might exclude Russia which, although poorer than the U.K., 
has a larger population and industrial production. He might also exclude 
China, India, Japan and Germany because of their larger populations. 

2 “The U.S. in the World Economy,” Ozford Institute of Statistics Bulletin, 

Vol. 8, No. 10, p. 314. 
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would this increase our productivity? In most industries our 
market is already large enough for several firms of the optimum 
size; and our firms are often no smaller than the American. 
When this is not so, is it not often due more to lack of standardisa- 
tion than to our smaller market? There may, of course, be 
external economies resulting from the larger size of American 
industries and of their whole economy. But before rushing to the 
conclusion that this explains our lower productivity, let us ponder 
on such facts as that industrial productivity in Canada, with a 
quarter of our population, is nearly as high as the American, and 
that the latter greatly exceeded our own even in 1870, when 
their market was smaller than ours. When we remember, too, 
the many other possible reasons for our lower productivity, 
would it be wise to rely on a larger market for a striking 
improvement ? 

It seems unlikely then that regional agreements would alter 
the order of magnitude of our market; and even if they did we 
could not rely on much increase in output per head. We 
must look elsewhere for ways of increasing our productivity— 
more standardisation, wider dissemination of technical know- 
ledge, improved factory management, better methods of wage 
payment, more capital per head, perhaps even more scope for 
enterprise and competition, and all the other methods so widely 
canvassed. No doubt we should be told all this if we asked 
countries in our proposed “region” to give us preference on 
“infant industry” grounds. We already have substantial 
preferences, and a large share in the market for manufactures, in 
Empire countries which would form the bulk of any U.K. group. 
Are we to ask them to forgo cheaper American goods still more, 
to say nothing of their own industrialisation, in the name of 
increased productivity in Britain which can only be won by other 
means ? 

For all these reasons I am sceptical of the value to Britain of 
regional groups. But I am acutely conscious of the dangers. 
One possibility is that other substantial groups would be formed, 
with which our trade would fall. Even more likely, the whole 
scheme would prove -impracticable. But by insisting on 
preferential arrangements to assist the ‘‘ economic development ” 
of Britain, we should have driven a coach-and-four through all 
attempts to limit discrimination. Any international code which 
tried to distinguish good from bad discrimination would either 
break down or become ineffective; for virtually any pair of 
1 See Rothbarth, Economic Journat, September 1946. 
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countries would have to be allowed to discriminate in each other’s 
favour in the sacred name of economic development. 







VI 
Where would Britain be in this free-for-all, in a world atmo- 
sphere of sauve-qui-peut? We should of course have to use our 
bargaining power to the full, but would it get us very far? Mr. 
Balogh has hardly challenged my contention that it is much 
weaker than is commonly supposed. We may have a large 
market, but it is also a hungry one; and I have still to be convinced 
that beggars can be choosers. In the last resort, the bargaining 
power of an industrial nation like Britain, with little land and 
virtually no other natural resources save coal and iron, is weaker 
than that of the primary producers, especially advanced countries 
like Australia, New Zealand, the Argentine, Canada or Denmark. 
The latter can, if necessary, expand their industrial production 
without much difficulty, and so dispense with our exports. We 
are far less able to increase our output of food and raw materials. 
To quote Mr. Balogh, “ Britain is more dependent on the import 
of primary products than other countries,” while “ Britain’s 
exports consist of goods which can most easily be forgone.” 
Does this sound like a country that can pin great faith in its 
bargaining power ? 














































VII 

Before concluding, a few words on devaluation. I never 
argued, as Mr. Balogh claims, that this was a “ sovereign remedy ” 
for international disequilibrium. I was at pains to show that it 
might do more harm than good, and would not, at the time of 
writing, solve Britain’s problems. But I was equally insistent 
that an orderly revaluation of currencies might at times be an 
appropriate method of helping to restore equilibrium. If I 
understand Mr. Balogh correctly, he objects to devaluation for 
two reasons. 

First, he argues, a more effective policy would be one of export 
subsidies and import restrictions.!_ Now it is well known that 
this can benefit a single country if there is no retaliation. But 
is it not also established that, if each country seeks its maximum 
advantage in this way, all are most likely to suffer? Surely, then, 
Mr. Balogh cannot wish this to become the general method of 
restoring equilibrium, even when revaluation can be effective 
without undue hardship. 


1 See, for example, ‘‘ The Foreign Balance and Full Employment,” op. cit 
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In the second place, Mr. Balogh is (for once) afraid of counter- 
measures, or automatic deflationary reactions by other countries.? 
But the I.M.F., as I emphasised, is intended to prevent un- 
warranted competitive depreciation. As regards the deflationary 
effects on other countries, we must remember that any method 
of restoring equilibrium, when a country is importing more than 
it can afford, will reduce the favourable balance of the rest of the 
world. I agree that other methods may sometimes be more 
appropriate than devaluation, even if they involve discrimination,” 
but I can hardly accept the general tenor of Mr. Balogh’s argu- 
ment, that revaluation of currencies can be largely discounted 
as a method of restoring equilibrium. If exchange rates and 
relative prices throughout the world are to be taken as a datum, 
can we ever hope to reconstruct a balanced and expanding world 
trading system? The maze of discriminatory arrangements will 
grow more and more involved. The most far-seeing international 
bodies, supported by the most enlightened governments, could 
hardly solve the puzzle of maximising world trade in these circum- 
stances. If this is what Mr. Balogh means by a “ planned ” 
world, I am convinced it will end in economic anarchy. 


Vill 

Mr. Balogh is deeply concerned with our economic position, 
as we all are. He is looking for ways of improving our standard 
of living, and has a natural tendency to dismiss any policy that 
does not seem certain to doso. What I fear is that his alternative 
policies attempt the impossible, and that in seeking a higher 
standard than we can get we may get a lower standard than we 
could. ‘‘ The maintenance of the British standard of life,” he says, 
“will be very difficult, if at all possible,” unless we accept his 
proposals. But may it not be still more difficult if we do? 
“We can, of course, compete by cutting real wages, but that 
cannot be the aim of the British policy.” Of course it is not the 
aim. But if we try, by bullying, by blocs, or by insisting on 
unacceptable rules, to maintain higher real wages than we are 
entitled to, if we try to sell our goods for more than they are worth 
on the world market, we shall not succeed for long. And in 


1 He claims that my figures veil these secondary effects because they show 
British exports of manufactures as a percentage of the world total. If I had taken 
absolute figures I could have shown a still greater rise in British exports from the 
depreciation in 1931 up to 1937; but this would have been an outrageous example 
of post hoc ergo propter hoc. 

2 See ‘‘ Notes on Non-Discrimination,” op. cit. 
No. 229—voL. Lvim. 
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attempting to do so we shall make an effective international 
code impossible. We shall shatter the unity of the world market 
and help to start a free-for-all, the state of affairs we must avoid 
at all costs. It is tempting, when things look bad, to throw over 
the old beliefs lock, stock and barrel, to pursue a policy that shows 
immediate and visible benefits. But a market gained in, say, a 
bilateral agreement may often mean a couple of markets lost in 
countries indirectly affected. Let us hope that those who direct 
our policy weigh carefully these indirect consequences. Other- 
wise, our last state may be worse than the first. 
G. D. A. MacDovuGaLi 


Wadham College, 
Oxford. 
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REVIEWS 


Britain and World Trade. A -Report by P.E.P. (London: 
P.E.P., 1947. Pp. 199. 18s.) 


Tuts is a useful book. Its main value lies in bringing together, 
between two covers, many of the facts, figures and arguments 
relevant to our foreign trade problem. The Report discusses pre- 
war trends in world trade, the effects of the war on our balance 
of payments, the possibilities of economising imports, the various 
international economic organisations, the American loan agree- 
ment, the danger of an American slump, the sterling balances, 
and so on. 

It is concluded that any large reduction in our imports 
would mean great hardship, that we must therefore aim at a 
large expansion in our exports (the correct target increase is 
thought to be nearer 100% than 75%), and that our main hope 
of doing this lies in the successful operation of the various 
international economic organisations—the Bank, the Fund 
and I.T.0. Should this’ prove impossible, P.E.P. would favour 
the formation of a group of countries willing to pursue similar 
employment policies and to develop trade between themselves 
on a multilateral basis. Such a course, “ essentially a second- 
best to the universal objective,” is preferred to a policy that would 
use bargaining power to promote trade on a bilateral basis; 
P.E.P. recognises our fundamental weakness in this respect— 
“imports will always be vital to us ... but no country is 
dependent to the same extent on our exports.” 

The student of international trade must not expect to find 
a great deal that is new in this Report. This is partly because it 
was completed in January 1947, since when education in the 
subject has perforce proceeded apace, but largely because P.E.P.’s 
main object is rather to give ‘‘ a straightforward account of the 
complex problems presented by world trade and exchange ’— 
and this, within limits, it does well. 

For the same reasons the analysis does not always go very 
deep. The student of the subject will wish to modify, and add 
to, the discussions of “‘ fundamental disequilibrium,’’ devaluation, 
the scarce currency clause, non-discrimination, the effects of 
industrialisation in backward countries, and so on; although 
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an honest attempt is always made to present both sides of an 
argument. 

The fact that the final drafting of the Report took place in 
January 1947, and that much of it is based on broadsheets issued 
during the previous three years, may make part of it seem out of 
date. But this is largely a matter of emphasis. For example, a 
comprehensive report written later in 1947 would naturally have 
laid more emphasis on the problem of producing sufficient exports 
and making them available than one written mainly during a 
year of remarkable recovery in our export trade. But P.E.P.’s 
study of this problem is none the less useful. It emphasises the 
difficulty of expanding exports when there is full employment 
at home, and suggests ways in which exporters may be encouraged. 
The reader will be interested in the functions of the proposed 
Public Trading Corporation, and will no doubt pause to think 
when reminded of the late Mr. Harcourt Johnstone’s assertion 
in 1943 that “at least one-third of our total pre-war export trade 
took the form of parcels worth £100 or less, and the bulk of these 
emanated from a large number of independent and largely un- 
organised small businesses.” 

We find in the Report the realisation that dollars may become 
scarce (though this is identified with a “ scarcity ” in the Bretton 
Woods sense) ; and there is a useful discussion of possible economies 
in imports from the United States, and of ways in which our 
exporters might take advantage of a general discrimination 
against United States goods. But the chances of a dollar shortage 
are regarded as rather remote. The main danger is thought 
to be an American slump; the possibility of gigantic favourable 
American balances such as we have witnessed in 1947, while 
employment is still at a high level in the United States, is not 
seriously considered. 

Throughout the Report there is great emphasis on employment, 
and a tendency to assume that, if only effective demand could 
be maintained throughout the world, trade would automatically 
be at a high level, and balanced. It is, of course, right to 
emphasise the importance of adequate employment policies, but 
it is quite possible to have a serious lack of balance in world 
trade even when there is no shortage of effective demand—and 
this lack of balance may itself lead to restriction and depression. 
It may be misleading to argue that “the relaxation of trade 
restrictions is only a secondary factor in determining the volume 
of international trade; the primary factor is the general economic 
activity of the world (i.e., the volume of effective world demand) 
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as a whole.” It is true that trade restrictions a > more readily 
relaxed in good times than in bad, and it is also true that world 
output and trade normally move in the same direction from 
year to year, but they do not always move in the same degree; 
during the ’thirties, for example, the proportion of world output 
internationally traded declined sharply—had this nothing to do 
with trade restrictions ? ‘ 

But all this is largely a matter of emphasis; and the emphasis 
to be placed on various factors in the world economic problem is 
apt to change rapidly. The problem of selling our exports may 
soon transcend that of producing them; unemployment in some 
countries resulting from lack of effective demand may become of 
greater importance than under-employment resulting from lack 
of materials and working capital; even the relative importance 
of the dollar problem may change. The P.E.P. Report must 
not therefore be regarded as out of date; much of it is as true as 
when it was first written. Its main value lies in its convenient 
collection of facts, figures and arguments; but in times of crisis, 
when decisions tend to be short-sighted, it is equally important 
to recall some of its main conclusions, in particular that “ nations 
can gain short-term advantages at the expense of others by 
aggressive or restrictive economic policies . . . but in the long 
run their actions will be damaging to themselves.” 

G. D. A. MacDovuGaLL 

Wadham College, 

Oxford. 


Financing Full Employment. By J. Puitip WERNETTE. (Cam- 
bridge, Mass. : Harvard University Press (Oxford University 
Press), 1945, Pp. xx + 123. 11s. 6d.) - 


Dr. WERNETTE has added another book to the long list of 
those which purport to find a short cut to the economic difficulties 
of capitalist societies. 

His remedy in essence is a very simple one. In order for a 
country to enjoy full employment a certain quantum of money is 
needed, depending upon its population, national wealth and 
income, and the rate of technical progress. Now one of the 
attributes of the Sovereign State is the power to create money ; 
there is no necessity for it to borrow when it can create the means 
of financing its requirements, and in so far as revenue is raised by 
taxation this is only necessary in order to avoid inflation. In the 
case of the United States all that is necessary is to estimate 
the appropriate national income which will engender full employ- 
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ment; and if it appears that the normal working of the economic 
system will not of itself produce a national income of this size, 
additional money will be created by the Federal Reserve system 
and handed to the Federal Government which will diminish its 
taxes while maintaining or increasing its expenditure. At the 
same time part of the additional money can be utilised to buy 
in by degrees the outstanding national debt, until eventually 
the whole of it is monetised. In years when inflationary tendencies 
point to an excess of effective demand, a budget surplus should 
be achieved and used to withdraw any surplus money. With the 
aid of such measures, and of credit control, including the power to 
vary the reserves requirements of the banks, the Government 
should have ample powers to check inflation. An obvious corollary 
of the scheme would be the abandonment of the gold standard, 
at any rate in its present form. Administration of the “ Full 
Employment Standard’ would be in the hands of a Federal 
Stabilisation Board which would take over the powers and 
duties of the present Federal Reserve Board, and acquire some 
néw ones. 

While there is nothing particularly novel about Dr. Wernette’s 
proposals, they differ from many similar or analogous schemes in 
that they emanate from the pen of a professional economist, who 
has two serious and competent books on money and the business 
cycle to his credit, and are not the work of a mere monetary crank. 
There would seem to be nothing in economic theory that would 
justify writing off these proposals as a priori unsound or fantastic, 
shocking though they must appear to the advocates of ‘‘ sound 
money.” The German economic recovery after 1933 was financed 
by the creation of additional money, and though there were 
differences in the procedure for monetary expansion under the 
zegis of Schacht as compared with that proposed by Dr. Wernette, 
both amount in essentials to much the same thing. 

It is certain that any well thought-out plan for a managed 
currency will show better results on paper than will our haphazard 
gold standard. But the real problem is that of practical working 
through time. Some of the more obvious difficulties may be 
summarised briefly under four heads—administrative, institutional, 
psychological and economic. 

Under the first head it must suffice to say Dr. Wernette’s 
scheme postulates a very high degree of wisdom, integrity and 
freedom from susceptibility to popular pressure on the part of the 
fallible mortals who would serve on the Federal Stabilisation 
Board. 
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Secondly, there would be very serious institutional problems. 
The price policy of businesses and the wage policy of organised 
labour are both factors of major importance as the writer is aware, 
though his treatment of them seems to amount to little more than 
wishful thinking. Linked up with the latter of these, but covering 
a wider scope, is the question of the attitude of labour as a whole 
to the profit-making incentive as.the basis of the uncontrolled 
economic system which Dr. Wernette favours. There are further 
all the rigidities and vested interests in the economic and political 
set-up of the country which would complicate the smooth running 
which he over-confidently assumes. As a minor instance, the 
effects of the monetisation of the national debt on the finances 
of the banks and other large institutions would seem to be 
worthy of consideration. 

Thirdly, mass psychology is a matter about which compara- 
tively little is known beyond the fact that it is largely incalculable 
and unpredictable. But it can operate with enormous power, 
especially in the United States; and the same set of measures 
taken at two different periods could have widely divergent results, 
merely owing to changes in the psychological factor. 

Fourthly, is there not a very real danger that the continued 
pumping of money into the circulation so as to provide for the 
kind of rate of expansion of the national income contemplated by 
Dr. Wernette (he suggests, as an illustration of trend, a rise of 
total money from $67 billion in 1940, to $119 billion in 1950, 
to $173 billion in 1960, etc.) would lead, not to an orderly ex- 
pansion of the economy, but to a succession of very violent and 
acute crises accompanied by an enormous wastage of wealth due 
to misdirected resources? To ask such a question is not, 
however, to assume that the right answer must necessarily be 
in the affirmative. 

In view of the large uncertainties and dangers there would 
seem to be a good deal to be said for a less ambitious programme, 
at any rate in the first instance, than that put forward by Dr. 
Wernette—a programme that would have for its objective to 
stabilise at as high a level as is feasible the volume of employment 
as a whole, rather than to seek to extract the last ounce of output 
that can be achieved by the economic system working at maximum 
pressure. Festina lente, it may be suggested, is a good motto for 


monetary reformers. 
C. W, GUILLEBAUD 
St. John’s College, 


Cambridge. 
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Elements of Economics. By EpmMuND WuiTtaKeR. (New York 
and London: Longmans, Green, 1946. Pp. xx + 393. 
18s. 6d.) 

An Introduction to Modern FEconomics. By VALDEMAR 
Cartson. (Philadelphia: Blakison, 1946. Pp. xviii + 337. 
$3.50.) 

The Theory of Price. By G. J. Sticter. (New York and 
London: Macmillan, 1946. Pp. x + 340. 20s.) 

The Theory of Competitive Price. By G. J. Stricter. (New 
York and London: Macmillan, 1942. Pp. x + 197, 
15s.) 

History of Economic Doctrines: An Introduction to Economic 
Theory. By Epvarp Hermann. (New York and London: 
Oxford University Press, 1945. Pp. x + 240. 18s.) 

Beyond Supply and Demand: A Re-appraisal of Institutional 

Economics. By J. S. Gamss. (New York: Columbia 

University Press (Oxford University Press), 1946. Pp. 

x + 105. 10s. 6d.) 


THERE is no type of book with which it is more difficult for 
a reviewer to convey to a reader an impression of its character 
and competence than with a general introductory text-book. 
Here are six books, all with the possible exception of the last, 
addressed primarily to an undergraduate audience. They differ 
greatly in many things—in accuracy, lucidity, the power to 
stimulate and hold interest. The impression that they make 
on an older reader may be widely different from that which they 
would make on an undergraduate first exploring the subject. 
They have this in common, that they reflect the continuing sense 
that all is not well in the order, arrangement and method by 
which undergraduates are taught economics. 

Professor Whittaker’s book is, so far as I can judge, intended 
as a first introduction for an elementary student. It makes 
little use of diagrams and arithmetical examples, though at 
essential points a diagram is usually given. When the author 
uses an example to illustrate, it is more often a fictitious than a 
real-life example. The exposition is clear and careful, scholarly 
in the best sense, rather than animated. The book traverses 
my habitual test-course for elementary text-books with flying 
colours. It is good and accurate where all but the best fail. 
If it has a fault, it is that it is a little too detached from real life. 
If the purpose of economic teaching is, as I think it is, to enable 
people to distinguish the wood from the trees in the world of 
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economic affairs, one must be careful that the young explorer 
does not spend all his time in a clearing from which both wood 
and trees have been laboriously removed. This book would, 
in my judgment, need to be used in close conjunction with other 
books of a rather more realistic character. 

Professor Whittaker’s main originality of presentation I 
have purposely left to the end. - He has felt, as so many of us 
have, that an exposition of economics which begins with the 
free enterprise system and fails in any relatively short time to 
depict also the effects and problems of government control as 
they exist so generally to-day has an unreality which makes it 
difficult to keep it in step with other simultaneous teaching in 
applied economics. Professor Whittaker has therefore attempted 
to introduce and discuss, at an elementary level, some of these 
problems of control from the very first. 

Professor Carlson has also addressed his book to the first- 
year student. In setting out his objectives, he argues the need 
that the subject-matter of elementary economic teaching should 
furnish a basis for economic policy and be presented as part of a 
larger political and social framework—which for his own purposes 
he assumes to be that of a democracy. The setting which 
Professor Carlson gives his exposition is rather more realistic 
and historical and less analytical and hypothetical than that of 
Professor Whittaker. He traces the consequences of the 
industrial revolution, the changes in the technological basis of 
the use of resources, the social background, the developments of 
banking and credit, of fiscal policies, of the modern corporation. 
Before, therefore, he comes to the pricing system, he has created 
a picture of the environment in which it must work. All this is 
admirable, but when Professor Carlson comes to the old-fashioned 
discipline of the theory of value, I think he would be the first 
to say that he skimps it. He sets its background; he shows 
the significance of free enterprise and monopoly; and the causes 
and conditions of each. But he does not really tell one how— 
in theory at least—price is made in a monopoly or in a competitive 
industry. He leaves one to get that from a more orthodox 
book. One will, again, learn much about the government and 
labour in the U.S.A., about unions and class consciousness, but 
little about the pure theory of distribution. This is a stimu- 
lating addition, but not a substitute for the more orthodox 
barrack-square drill of economic theory. 

The two books by Professor Stigler are really one. The 
smaller book, The Theory of Competitive Price, was first published 























106 THE ECONOMIC JOURNAL [MARCH 


in America in 1942; it has since been mainly absorbed into the 
larger and newer T'he Theory of Price; I shall confine myself 
to the latter. This is a very different type of book from those 
that have gone before. It is addressed, I would suppose (again 
the preface does not make clear) to the second-year student. 
That, at least, is where it would fit in here in Cambridge. This 
is barrack-square drill in value theory on the standard of the 
Brigade of Guards—the whole gamut of marginal and average; 
indifference curves, with calculus wherever appropriate. It is 
a very fine piece of rigid analytical exposition from clearly stated 
hypotheses to clearly stated conclusions. It is at about the same 
level of difficulty as Mrs. Robinson’s The Economics of Imperfect 
Competition. Its coverage is rather different. After dealing 
with basic concepts, it tackles in turn the theory of competition, 
the theory of imperfect competition, multiple products, and 
capital and interest. The last section dealing with interest 
theories is in many respects the least satisfactory. It is very 
difficult to discover how far Professor Stigler is merely engaged 
in saying that one particular rate of interest, and no other, is 
consistent with a given set of hypotheses about the rates of 
investment and the inclinations to save, and how far he is saying 
that in a competitive economic system such a rate of interest 
tends to emerge. 

Dr. Heimann’s book approaches these problems from the 
angle of the history of economic thought, but that its intention 
is to educate the beginner is clear from the sub-title ‘‘ An Intro- 
duction to Economic Theory.” It makes an excellent start. 
The first seven chapters, which bring one down to the 1870’s 
are on the whole well done. The serious authors are relatively 
few; their ideas can be, and are, developed adequately and 
coherently, and a beginner who is not yet familiar with the 
originals will get a fairly clear idea of what they were about. 
The same cannot, unfortunately, be said of the last two chapters. 
Dr. Heimann has not been skilful in his use of his space. Granted 
that a history of thought must get the present generation into 
perspective. But is it a true perspective to give 183 pages out 
of a text of 240 pages to pre-Marshallian economics and 57 
pages to everything since 1870, including not only Marshall but 
also Jevons and the Austrians? Measured in man-years of the 
great contributions to economic theory surely that is not only 
bad exposition but also bad history. 

The results are, unfortunately, what one might expect. 
Shadowy figures dart across a semi-illuminated stage. Neither 
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the characters nor what they stand for can be identified by the 
reader. Many of them, one suspects, remain almost equally 
unidentified by the author. How else does Mr. Sraffa, if I may 
quote a few instances that leap to my own attention, come to 
be described as “ one of Marshall’s pupils teaching at Cambridge ’’? 
Surely the most elementary familiarity with his work would 
enable anyone to realise that Mr. Sraffa, who first arrived in 
Cambridge after Marshall’s death, was the iconoclast who taught 
us not to read Marshall quite so uncritically and not a pupil. 
How again does Mr. Harrod, a devoted and typical product of 
Oxford, come to be described as “‘ another Cambridge economist ”’ ? 
Did that term in Cambridge brand him for life? These are not 
merely verbal points, or trifling points of biography. On the 
larger scale of ideas, Dr. Heimann is not in this later period a 
safe guide. How many economic theorists would be satisfied 
with this verdict : ‘‘ Keynes extension of the theory of interest 
is an application of Marshall’s theory of money, which has been 
handed down by an almost purely oral tradition and of the co- 
incident, independently conceived, theory of Mises”? How 
much truth, again, is there in the following statement: ‘“ The 
terms ‘marginal cost’ and ‘ marginal revenue’ had formerly 
denoted the cost or revenue from the marginal unit in a given 
quantity . . . Now, however, the terms . . . are used to denote 
the net addition to the total cost or revenue produced by an 
additional unit.” Marginal cost, however misused by the 
illiterate, has never changed its meaning in Cambridge, certainly 
not at the hands of those who developed the theories of imperfect 
competition; the term marginal revenue had no current con- 
notation in English economic terminology when I suggested it 
to my wife as a happy name for the newly discovered concept. 
All this is a pity. For in the earlier part of the book Dr. 
Heimann has shown that he can both master the ideas of others 
and expound them. Can he not be persuaded to scrap his last 
57 pages and rewrite at treble the length, so that one could 
confidently put his book into the hands of an elementary student, 
without the need for warnings to disregard important sections ? 
Dr. Gambs is an adherent of the school of Veblen, but a critical 
adherent, who sees in a further development of institutional 
theories of economics a valuable counterpoise to the defect of 
rationalising and justifying the institutions that happen to 
exist at the moment. He starts, for some reason that is not 
very clear, in arguing the antithesis between Keynes and Veblen. 
But very soon Keynes becomes a competitor with Veblen in 
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analysing and criticising institutions. Dr. Gambs makes, how- 
ever, one good suggestion—that both Veblen’s prejudices and 
Veblen’s philosophies and psychologies belong to a dead world 
and have dated; that he needs re-writing “ understandably 
and with the benefits of contemporary insights and vocabulary. 
The job I have in mind is a process of writing-over, not unlike 
the re-writing of Ricardo done by a long line of classical economists. 
Veblen deserves his John Stuart Mill.” Dr. Gambs’ book does 
not claim to be a systematic exposition of institutional economics, 
It ranges critically and somewhat discursively over the whole 
field. But it was worth saying, and Dr. Gambs has written a 


stimulating little book. 
AvustTIn ROBINSON 


Sidney Sussex College, 
Cambridge. 


City, Region and Regionalism: A Geographical Contribution to 
Human Ecology. By Rosert E. Dickinson. (London: 
Kegan Paul, Trench and Trubner. 1947. Pp. xv + 327. 
21s.) 


LIKE so many others in this series, this is a disappointing 
book. It contains a number of interesting references to work 
by foreign authors on subjects related to regional geography and 
to the less extensive but very interesting British literature of 
the subject. It does very little, however, to define the scope or 
indicate the growing points of the subject. Had it done so, it 
would have rendered a most valuable service to the increasing 
number of economists and sociologists interested in the geo- 
graphical structure and development of the British economy. 
As it is, it signally fails to live up to the expectations aroused by 
its title. : 

The main reason for this failure is the absence of a clearly 
stated and closely worked out argument. We never seem to 
advance far beyond the platitudinous. Cities vary in size. They 
act as service centres for regions of varying size. They have 
grown outwards from their centres and within their boundaries 
are areas of fairly homogeneous economic and social character. 
It is true that illustrations are provided, but it is not clear that 
they prove much that was not well known before. The juxta- 
position of data from France, Germany and the U.S.A. with 
illustrations from Great Britain seems to argue a lack of both 
historical and geographical perspective. It certainly does not 
help Mr. Dickinson to establish any particularly interesting 
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conclusions. His treatment of his illustrations is regrettably 
superficial. This is particularly true of his treatment of the work 
of the German, Christaller, who seems to have been one of the few 
writers who have attempted to put the subject of urban location 
on a sound quantitative footing. Mr. Dickinson tells us nothing 
of the statistical results arrived at by Christaller in his efforts to 
construct an Index of Centrality based on the distribution of 
telephones, of its agreement with other indices or with the 
actual distribution of German cities, and indeed his whole treat- 
ment of the problem is qualitative and often superficial. Having 
failed to define the bricks he wants to make, or their ultimate use, 
he has collected straw from many fields and holds up the samples, 
without particularly useful botanical comment, for our inspection. 

It remains therefore for his successors to define the scope and 
methods of regional human geography, and to give meaning to the 
concept of regionalism. There appear to be two approaches to 
the subject. A systematic quantitative study of the geographical 
structure of the British economy (understood in the widest sense) 
would be of great academic interest. Linked to a study of local 
geology, plant ecology, regional demography and local history, 
it would indeed provide the foundations for the “ human 
ecology” which Mr. Dickinson, like so many of us, is eager to 
establish. On the other hand, economic and social policy in the 
period of general social reconstruction ought to be based on a 
similar study of the regional pattern of population density and 
income-generating activity. Many of the social services initiated 
or developed in the recent past would undoubtedly be most 
economically operated on the basis of regions larger than the exist- 
ing administrative areas and defined by more technically relevant 
considerations. There is, however, no very strong a priori reason 
for supposing that these regions would necessarily coincide with 
each other and that the reform of local government and adminis- 
tration implies the creation of new “regions.” Mr. Dickinson 
is not immediately concerned with problems of “ planning,” 
but might nevertheless have been expected to deal more incisively 
than he does with the concept of regionalism from this point of view, 
in his chapter on Regions and Regionalism in England and Wales. 

His book is neither the beginning nor the end of the study of 
human ecology. It casts a flickering beam on portions of a very 


large field. 
E. J. Buckatzscu 


Department of Applied Economics, 
Cambridge. 
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The A.B.C. of Central Banking with Special Reference to India 
and Hyderabad. By NawaB Mir Nawaz June and §, 
Kesava Iyenaar. (The Bangalore Printing and Publishing 
Co., 1945. Pp. ix + 555. 40s.) 

THE first sentence of the first chapter of this book reads : “ This 
is a brief study: paper is hard to get.” But-the text runs on 
for 313 pages and appendices add another 237. Whatever the 
authors had in mind they have not written an A.B.C. of their 
subject, and certainly the student, much less the civil servant, 
the banker and the statesman who are the readers whom it was 
hoped to interest, will not derive much help from a reading of 
these closely packed pages. The authors appear to have filled 
many note-books with extracts from the writings of practically 
every economist who has had anything to say on currency, 
banking and general planning; then, having displayed this 
industry, they empty the contents in an indiscriminate manner 
into this published work, adding a more than generous flavouring 
of statistical tables in truly catholic fashion. The greater part 
of the text is made up of quotations, and the authors’ contribution 
is not made simpler by such remarks as: ‘‘ The problem in the 
U.S.A. is just the antipodes ” (p. 20). 

The situation in Hyderabad is a unique one in India. It has 
had its own metallic currency with its own exchange rate in 
relation to the Indian rupee. It has been the object of policy 
to keep that rate stable, though there were periods during the 
war of 1914-18 when this was a matter of some difficulty. In 
1918 provision was made for the issue and regulation of a paper 
currency in the form of Government notes, and more recently 
a State bank has been created to take over the management of 
the note issue and to carry on banking business. The possibility 
of developing a banking system in the Nizam’s territory presents 
an interesting problem which might have been the subject of a 
simple and useful study free from unnecessary discussions of 
the structure of interest rates in London or New York. The 
authors have not succeeded in providing such a study, and the 
reader is left with no clear impression of the economic structure 
of the country in which this experiment in central banking is to 
be made. Instead of this, the authors cover, mainly by extracts, 
a great variety of topics including, to mention only some, wages 
policy in Great Britain, rates of taxation on different incomes in 
the U.S.A., Canada and the U.K., social insurance, America’s 
gold problem, the central banks of Japan, Australia, New Zealand, 
France, Germany and Great Britain, the International Monetary 
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Fund, and the Charter of the United Nations. Perhaps the 
authors will yet find time to write the book which they intended 


to write when they penned these pages. 
D. T. Jack 
King’s College, 
Newcastle-on-Tyne. 


The Economic Problem of the Danubian States: A Study in Economic 
Nationalism. By FreprErick Hertz. (London: Victor 
Gollanez, 1947. Pp. 223. 15s.) 


THERE is ample evidence in many parts of the world that 
economic nationalism has come to stay. Its spectacular spread 
and growing intensity in the last twenty-five years leave little 
room for doubt as to its further progress. Although the present 
efforts of the sixteen European countries to save themselves by 
’ joint economic exertion may be a serious—though not entirely 
spontaneous—attempt at checking the harmful effects of economic 
nationalism, much more than economic results will be needed 
to outweigh the potency of the forces behind this deeply seated 
trend in national policies. Political expediency has been one of 
its strongest foundations in both national and international 
affairs. To put on others the blame for a country’s domestic 
troubles has become a well-tried device of political parties anxious 
to seize power and to keep in power. 

It would hardly be an exaggeration to say that, of the scores 
of small States called to life by international high politics in the 
last 100 years, not a single one was created for economic consider- 
ations. That scant attention was paid to economics by the 
' conferences of grands seigneurs meeting in Vienna, Paris, Berlin 
and elsewhere after major wars, is understandable: they knew 
little about these matters, and cared even less. But there can 
be no excuse for what happened to economics at Versailles and 
after yesterday’s World War. There is no point in crying over 
the milk spilt on these two occasions, but it has still to be paid 
for and we must try to get a clear idea of the cost. 

Professor Hertz’s book is a masterly contribution to the 
assessment of that cost,.in terms of economic loss to the countires 
constituting former Austria-Hungary and to the rest of Europe. 
One might question this or that of his assumptions or theoretical 
concepts (for instance, his treatment of national income, even 
for his special purpose); but the amount of honest, competent 
and precise work put into this volume, and the sober, strictly 
factual interpretation of the statistical material assembled throw 
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a vivid stream of light on this intricate but vitally important 
subject. 

What has been happening to Danubia since the end of the 
period 1913-39 covered by Professor Hertz’s study adds to the 
importance of his work. The picture, so meticulously filled 
in, and yet so clear in general outline, allows more than a 
glimpse beyond the background of the factual canvas. As 
often happens to books written after long and eager pondering 
over their subject-matter, this one gives the reader many useful 
hints at implications and inferences going farther than the facts 
analysed. ‘Typical in this respect are the chapters on the Ruin 
of Inter-Danubian Trade, the Decline of Agriculture in Hungary 
and Roumania, the Cost of Enforced Industrialisation in Hungary, 
the Formation of Capital in Austria-Hungary and, later, in its 
former constituents, the Financial Requirements of Peasant 
Farming, and many others. The book abounds in, as it were, 
carefully recorded laboratory tests whose results can and should 
be used in the present efforts, on a much larger scale, to draw 
up realistic plans for restoring Western Europe’s production, 
trade and communications. 

It seems clear enough by now that the economic future of 
these Danubian countries is likely to move along one or the 
other of two alternative paths: towards more or less close 
integration within the outer ring of the Russian system of nation- 
alities; or towards a return to quasi-sovereign political existence 
on the pre-war pattern. Professor Hertz’s analysis provides 
a wealth of extremely useful material for building up plausible 
hypotheses in both directions. In the first alternative, the 
painstaking inventory of resources, man-power and conditions, 
drawn up by a highly competent writer, makes it possible to 
size up the possible contribution of each Danubian country to 
an integrated Eastern Economy under Soviet auspices. In the 
second, his cold, dispassionate scrutiny of the rapid withering 
away of the limbs torn from Austria-Hungary’s economic body 
shows in a convincing way the future ahead of them if they 
reverted to their former precarious sovereignty, with all their 
old sores very much the worse for the neglect and miserable 
living during and after the war. A fresh attempt at regional 
grouping around Vienna does not seem practical politics, and 
Professor Hertz has shown great strength of character and a high 
degree of scientific honesty in abstaining from the advocacy of 
this solution which—one often feels in reading his book—lies 
so near to his heart. His aim was to contribute to the empirical 
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analysis of economic nationalism: to give a diagnosis, not to 
prescribe a treatment. The contribution is of considerable 
practical value. A large amount of new material has been 
brought to light, and a weighty, carefully documented indictment 
of economic nationalism has been produced at a time when it 
is badly needed. 


N. MomTcHILOFF 
London. 


World Rubber and its Regulation. By K. E. Knorr. (Stanford 
University Press (London: Geoffrey Cumberlege), 1945. 
Pp. x + 265. 22s.) 

As well as reviewing the work of the International Rubber 
Regulation Committee between 1934 and 1941, this attractively 
produced and readable book presents a summary account of the 
history of the plantation rubber industry and of some aspects of 
planting technique; it also describes the rapid growth of the 
synthetic rubber industry. As a reference work and handy sum- 
mary of some principal statistics it may be valuable to readers who 
do not normally see the publications of the Department of Com- 
merce or the Statistical Bulletin of the London Rubber Secretariat. 
The author’s specific suggestions and his assessment of the com- 
petitive position of natural and synthetic rubber follow closely his 
earlier writings on the subject. His forecasts of a speedy recovery 
of the plantation industry and of the competitive strength of 
natural rubber against its synthetic rival have been borne out 
by the events of the last few years. There is a brief but valuable 
discussion of the divergence of interests, especially under restric- 
tion, between industrial users and final consumers. 

The author’s proposals for dealing with the chronic surplus 
capacity of the industry are less satisfactory. The “‘ amputation ” 
or organised elimination of high-cost capacity is suggested, but 
Dr. Knorr is not very specific about how this is to be done, and 
the discussion suffers from his failure to appreciate the quantita- 
tive aspects of the problem, or to realise the political influence 
of the high-cost producers. An even more important objection 
is the impossibility of a rational a priori selection of the producers 
to be eliminated. As a class the estates are obviously the high- 
cost producers, and the smallholders the low-cost producers, 
but this is insufficient basis for the compulsory elimination of a 
very substantial proportion (possibly two-fifths or more) of the 
total capacity, even if this were practicable. Even within the 


estate industry, high accounting costs frequently reflect overhead 
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costs or other payments to specific factors. which are compatible 
with low social costs in the sense of current absorption of non- 
specific resources; the elimination of such producers would again 
be clearly undesirable. This does not seem to be fully realised 
by the author, who is uncertain in his handling of the important 
analytical and practical points raised by the theory of opportunity 
costs. Dr. Knorr is doubtful of the value of price competition 
in the rubber industry, even if combined with a buffer-stock 
plan for the elimination of excessive short-period price fluctuations. 
But his arguments are hardly convincing. There is only a 
summary discussion of buffer stocks as a remedy for price insta- 
bility and as a device for facilitating the gradual elimination of 
high-cost producers; at times buffer stocks are envisaged by 
the author only as adjuncts to organised restriction, which 
would, of course, render them practically worthless. 

The principal weakness of the book is the inadequacy of the 
descriptive chapters. Closer examination reveals that they 
are based on easily accessible secondary and tertiary sources. 
The author is unaware of important technical aspects of rubber 
planting and thus misses their economic significance; he is also 
unfamiliar with local conditions in the producing territories, 
particularly with the local administration of restriction; while 
a certain weakness in analysis results in neglect of important 
data. Only a very few of the many important omissions and 
errors can be noticed here. Dr. Knorr has neglected the planting 
provisions of rubber restriction (prohibition of new planting 
combined with largely free replanting) which were among the most 
important provisions of rubber regulation, and implied an acute 
threat to the position of the smallholders who are the lowest 
cost producers of rubber, as well as endangering the social 
stability of the producmg territories. Yet, according to Dr. 
Knorr, “‘ few critics would insist on calling the International 
Rubber Regulation Agreement nefarious either in conception 
or in application.”” There is no mention of the price of export 
rights; there are enough data available for the construction 
of a complete series of these prices in all the principal territories 
from 1934 to 1941, and these provide answers to many questions 
in the history of regulation. The local administration of restric- 
tion is rarely mentioned, and there is no reference to the most 
important features of the work of the local assessment machinery. 
By eschewing the use of primary sources the author is driven 
to give much space to publications of indifferent value, often 
used uncritically; this applies, for instance, to the acceptance 
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of some of the most questionable contentions of the History of 
Rubber Regulation. The results of the notorious tree count of 
1934-36 in Sumatra and Borneo are known to Dr. Knorr only 
through summaries. Contrary to his opinion, the census was not 
a huge undertaking, but a casual survey by a few score unemployed 
European planters. He accepts the view that four-fifths of the 
native area was mediocre, poor or neglected. Tapping tests 
carried out at the same time found that native yields on the 
average substantially exceeded average estate yields, and were 
higher in the districts which were said to have the largest propor- 
tion of poor or neglected trees. The classification was recognised 
as worthless by Dutch official circles, as was indeed the whole 
tree census which gave the number of trees to the nearest digit, 
while in fact the area was not known to the nearest million acres. 
On the standard of cultivation and tapping by smallholders the 
popular estate views are accepted by the author without mention 
that they have been refuted not only by the production trends 
of 1929-34 but also by the few first-hand surveys by independent 
experts. The story of the special tax on N.E.I. native exports 
during 1934-36 is briefly told without mention of the fact that 
the inadequacy of the native quota was an important reason for 
the temporary adoption of this method of control. Most of the 
statistics in the book are taken from easily accessible sources 
and are fairly reliable. It is, however, surprising to read that 
“in 1935, about 700,000 Malay holdings in British Malaya 
averaged about four acres, while an additional 567,000 small- 
holdings, owned by Chinese and Indians, were about four times 
as large.” The smallholding area in Malaya is about 1-3 million 
acres, so that it is not easy to make sense of this statement, the 
source of which is not given, and which makes one suspect the 
author’s knowledge even of important orders of magnitude. 

Insufficient technical knowledge, coupled perhaps with a 
readiness to adopt widely held views, probably accounts for the 
author’s acceptance of the belief that large-scale amalgamation 
would greatly reduce estate costs. In common with other 
observers, Dr. Knorr seems to have been misled by the large 
proportion of total costs represented by overhead costs. By 
definition these do not vary with output, but they usually vary 
with acreage, and, with the exception of a few special cases, 
amalgamation would not result in great reduction of costs, and 
indiscriminate amalgamation probably in none at all. 

This book is a publication of a renowned institution and is 
the work of an economist of wide reputation as an expert on 
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raw-material policy, commodity control and colonial economic 
problems, with several widely read publications to his credit. 
It is almost certainly better than most of the books published 
on this kind of topic in the last few years; yet it cannot be said 
to make a contribution to the knowledge of the subject. If 
the pursuit of institutional economics, the review and analysis 
of the actual working of economic institutions is to be justified, 
it must go beyond summaries of easily accessible sources and 


restatements of current intellectual fashions. 
P. T. BAvER 


London School of Economics. 


Co-operative Research in Industry. By D. W. Hutu. (London: 
Hutchinson’s Scientific and Technical Publications, 1947. 
Pp. 147. 10s. 6d.) 


AFTER a brief introduction on the need for and organisation 
of industrial research, Dr. Hill turns to his main task, a descrip- 
tion of the industrial research institutions of Great Britain, the 
Empire and the United States. He concludes with a chapter 
on the future of co-operative industrial research. In the chapter 
devoted to this country Dr. Hill outlines the pattern of organised 
research in agriculture, food, fuel and power, the metal industries, 
transport and textiles, with a brief reference to other industries. 
He describes the part played by universities, Government estab- 
lishments, and especially by subsidised co-operative research 
associations. There are now thirty-five of these covering a wide 
range of industries, from scientific instruments to Scottish sea- 
weed, and from iron and steel to laundering. Despite a hard 
struggle in the 1920’s and early 1930’s the research association 
movement has succeeded in establishing itself in the structure of 
British industry. It has not, however, been adopted on any 
scale elsewhere. In this respect the contrast between British 
and American development in research institutions is interesting. 
As Dr. Hill shows, the United States have produced some world- 
famous industrial research institutions mostly based on indepen- 
dent Foundations or associated with universities. The American 
institutions in the main work on projects sponsored by, and 
primarily for the benefit of, individual firms or small groups. 
Co-operation between large numbers of firms in the same industry, 
which is the essence of the British model, is much rarer. 

Dr. Hill argues that co-operation is essential in this country 
because it is the most economical way of making use of our 
limited resources. Yet Switzerland, a country as dependent as 








mic 
dit. 
hed 
said 

If 
ysis 
fied, 
and 


on : 
047, 


tion 
rip- 
the 
pter 
pter 
ised 
"ies, 
“ies. 
ab- 
reh 
ride 


ard 
‘ion 
> of 
any 
‘ish 
ing. 
rid- 
en- 
can 
ind 
ips. 
ry, 


try 
our 





ie esc 





RinT. r 


Es 


1948] HILL : CO-OPERATIVE RESEARCH IN INDUSTRY 117 


we are on exports, lacking raw materials, and with a population 
equal to that of North London, holds a position in the very front 
rank of industrial development without co-operative research 
institutions on any scale. Most Swiss industrialists with whom 
the reviewer has discussed the matter are indifferent or even 
opposed to suggestions for co-operative industrial research. One 
reason for the difference is doubtless the extent to which, despite 
cartels and combinations, the Americans and the Swiss have 
retained that aggressive competitive spirit which has been largely 
lost in this country. Dr. Hill might have shown, however, that 
even if we recover our sense of enterprise, well-founded co-opera- 
tive research institutions can still sueceed. Competition increases 
rather than decreases the scope for the specialist. 

No two people trying to cover as much ground as Dr. Hill 
covers in 140 pages would agree on the best way of doing it. As 
he races over the field he throws out point after point: on the 
relationship between industries, the research associations and the 
universities; on the relationship of research associations to their 
members; on the conditions in which research associations should 
themselves develop their research results; on the organisation 
and direction of research institutions. Some of the points are 
obviously good sense: e.g., his underlining of the danger of in- 
dividual research institutions growing too large. On the other 
hand, some of the views expressed are not so obviously right that 
they can be accepted without discussion. 

In a short review one example must suffice. In discussing 
industry’s financial contribution to co-operative research the 
author states: “ ... the willing horse has been worked to the 
point of exhaustion while others have enjoyed the same lush 
pastures. For an equitable distribution of the load on the one 
hand and the assurance of continuity of resources . . . on the other, 
it is difficult to see any escape from the principle of the statutory 
levy.” Now it is certainly true that under-investment in research 
may result if firms have access to the work of research associations 
to which they do not contribute financially. It does not follow, 
however, that a compulsory levy is either necessary or on balance 
advisable in all or even the majority of cases. A number of 
issues have to be studied. What proportion of the industry is 
outside the association? Does it in fact gain from the research to 
which it is not contributing? Will an assured income increase or 
decrease the efficiency of a research association? If the specific 
point which Dr. Hill, and many others, stress—namely, a fair deal 
for the willing horse—is to have weight, it would be wise to make 
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sure how the willing horse feels about it. The reviewer has put 
the point to over 300 research association subscribers. Of the 
80% who have a definite view, two are opposed to compulsion for 
every one in favour. 

It is a pity in view of the author’s inside knowledge of the 
research association movement that he did not devote more 
space to examining these complex issues. However, brevity is 
too rare a fault to be over-criticised, and within the scope he has 
permitted himself Dr. Hill is to be congratulated on having 
produced a readable, useful and sometimes provocative study. 


Ronatp 8S. Epwarps 
London School of Economics. 


A History of Savings Banks. By H. Otiver Horne. (Oxford 
University Press, 1947. Pp. xi + 407. 18s.) 


Tuts excellent volume, prepared ducing the war years at the 
request of the Trustee Savings Banks Association and completed 
shortly before the sudden and premature death of its author in 
1946, is the only satisfactory history of savings banks in this 
country. It combines a straightforward and readable narrative 
with an adequate analysis of the administrative and investment 
problems which the new institutions encountered and makes a 
welcome addition to the literature on British social and economic 
history. The first known savings bank was founded in Hamburg 
in 1778, but there is nothing to suggest that the banks which 
were set up in this country were connected in any way with this 
earlier experiment. Moberly Phillips, in his History of Banks, 
Bankers and Banking in Northumberland, Durham and North 
Yorkshire, mentions as the first English savings bank the one 
founded in Ryton-on-Tyne in 1796 for the ironworkers at 
Winlaton. Mr. Horne, without referring to this venture, sug- 
gests that the first of the English institutions was started, also 
at Ryton, by the local rector in 1807. In Scotland, the first 
corresponding attempt was made in West Calder in 1807 by the 
local parish minister, but the father of the movement was un- 
doubtedly Dr. Henry Duncan whose pioneer work at Ruthwell 
in 1810 became the example for others to follow. In most 
districts the initiative came from the parish clergy who were 
concerned not merely to promote thrift among their poorer 
parishioners but also to supplement the work of the friendly 
societies which, as Duncan wrote, ‘‘ do not accommodate them- 
selves so much as could be wished to the varying situation and 
abilities of their members.”’ From these small beginnings the 
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movement developed despite the post-war difficulties after 1815. 
In 1861 there were 645 trustee savings banks with 1,609,852 
depositors and total balance of nearly £42 millions. By 1944, 
the number of banks was down to 88, but depositors were up to 
3,686,230 and the total of balances in their favour to fully £591 
millions. 

By 1815, Scotland was well supplied with savings banks 
except in the far north. In England the main development 
dates from George Rose’s Act of 1817 which required the trustees 
to pay their deposits, other than those required for day-to-day 
operations, to the Commissioners for the Reduction of the 
National Debt. Interest was first allowed by the Commissioners 
at £4 11s. 3d. as compared with 3#° which was the current yield 
on Consols and though the rate allowed was subsequently reduced 
the trustee banks were in effect subsidised by the State. On 
the other hand, the conversion operations of 1834 and 1844 were 
greatly facilitated by the power of the central government to 
make free use of savings bank funds and the cost to the State of 
its support to the savings banks doubtless brought its own 
reward. The savings movement developed under different 
conditions north and south of Tweed. In Scotland, the banks 
were started in country parishes; in England, mainly in the 
towns. Again, in Scotland it was possible for the new savings 
banks to deposit their funds at interest with the joint-stock 
banks and it was not till 1835 that the Scottish savings banks 
could deposit their funds with the government; whereas in 
England the savings banks had to find some way of investing 
their funds satisfactorily outside the banking system. Since 
this presented difficulty the English institutions showed a greater 
tendency to look to the State for protection. The methods 
open to the sponsors of savings banks in England were to rely 
upon personal guarantors, to invest in the funds and to offer 
rather less to their depositors than was received from their 
holdings of stock, or to make their depositors the proprietors of 
government stock to the extent of their deposits and thus place 
upon the depositors the risk of fluctuations in the prices of the 
stocks which they held. The Act of 1817 helped to solve a 
difficult problem because the secret of the success of the savings 
banks was simplicity, but it raised the subsequent controversy 
whether the State was justified in encouraging thrift at an un- 
economic rate of interest and, if so, whether the benefits could 
be restricted to the poorer sections of the community. The 
second of these points could be met by limiting the deposits which 
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any person could make and Mr. Horne’s analysis of the depositors 
of a number of savings banks makes it clear that this suspected 
danger was not a real one. But the first point was more difficult 
and as early as the 1820’s the subsidising of thrift was costing 
the Exchequer over £67,000 a year which was even more than 
Joseph Hume, a leading critic of the policy, had estimated. In 
1844, The Times went further and argued, among other things, 
that the savings banks were mainly intended to keep the poor 
off the rates and that thrift among the poor merely added to 
their misery. 

Nevertheless, the new banks survived the criticisms to which 
they were exposed and the administrative and other difficulties 
which their activities encountered. In 1861, Gladstone created 
the Post Office Savings Bank “ to afford facilities for the deposit 
of savings of small amounts to those who did not possess them or 
possessed them imperfectly under the present system of Savings 
Banks,” and on this occasion The Times, no longer concerned 
with thrift as a corruptor of the poor, was an enthusiastic sup- 
porter. By 1944, the number of open accounts kept by the 
Post Office Savings Bank was fully 19 millions and the total 
balances due to depositors amounted to £1,494 millions or nearly 
three times the corresponding total for the trustee banks. The 
reasons for the greater growth of the State savings bank are well 
known, but they have not diminished the contribution which 
the trustee banks have made in the past or can continue to make 
in the future. 


D. T. Jack 
University of Durham, 
King’s College, 
Newcastle upon Tyne. 


Studies in Welsh History. By J. F. Rees. (Cardiff: University 
of Wales Press, 1947. 10s. 6d.) 


THE economy of Wales has naturally been integrated closely 
with that of the remainder of Great Britain, but the dangers 
of attempting to treat it historically as an extension of that of 
England are many. The Roman or Celtic Roman school of 
thought about the origin of the English manor actually argues 
from the difference between the early medieval economy of 
England and that of Wales; and, in more modern times, 
industrialisation began later in the Principality than in England 
and from different causes. 

The economic history of Wales as an individual entity is 4 
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somewhat younger study than that of England; but its biblio- 
graphy was fairly extensive by 1930 (when it was assembled in 
the Economic History Review), and it has since grown significantly. 
Trained historians have devoted themselves increasingly to the 
study, and the assiduity of our librarians has continued to bring 
to safety a number of collections of manuscripts that are being 
interpreted to illumine some of the many dark patches in Welsh 
economic history. One of these collections, the “Wynn (of 
Gwydir) Papers, 1515-1690,” which became national property 
in the middle 1920’s, is the subject of an article by Principal 
Sir J. Frederick Rees in the book under review. 

The main, if not the only, complaint of the reviewer of Principal 
Rees’s Studies for an economic journal must be that the book 
contains so little economic history. It is a selection of the author’s 
articles on Welsh history, and they range from an assessment of 
the lives and work of Dewi Sant and Giraldus Cambrensis to a 
discussion (some might call it a quibble) about the parents of 
Lucy Walter, Charles II’s mistress. The weightiest contri- 
butions seem to be those on Tudor Policy and on the Civil Wars 
in Wales, and it is good to have them all in the compass of one 
volume. 

In his section on “ Tudor Policy in Wales’ Principal Rees 
mentions how the Act of 1542 (31 Hen. VIII, c. 11) consolidated 
the provisions made since 1536 for the union of England and 
Wales.. By that Act the common law of England was in Wales 
“to be applied in all questions of land tenure, and, in particular, 
gavelkind or partible succession was abolished.’’ Much research 
has yet to be carried out before a satisfactory picture of the 
medieval agricultural and pastoral economy can be drawn for 
Wales as a whole. In the meantime it would be good to read 
from the pen of somebody like Principal Rees an account of the 
pattern of land tenure in medieval Wales in the light of recent 
scholarship. That pattern was certainly a variegated one and 
as such elusive of description in general terms; enough however 
has already come to light to show that the Master of Trinity 
erred when he wrote of Wales that ‘‘ The open field system had 
never existed there except in those parts of Pembrokeshire 
where the English had settled ” (English Social History, p. 369). 
The open field system also existed on the extensive Norman 
manors; and co-tillage of open fields took place in the tribal 
Welsh commotes, before and after the Norman Conquest—and 
after the Conquest, it seems, both in the areas of the gafaelion 
and in those of the more primitive gwelyau. 
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The article on the “ Wynn Papers” is an inspiring one 
which describes a number of North Wales notables of the sixteenth 
and seventeenth centuries. There is Sir John Wynn of Gwydir 
(1553-1627), a hard-headed example of “ the second generation of 
the Welsh landed proprietors who had profited by the legislation 
which had assimilated Wales to England.” There is also his son 
Maurice Wynn, trader and financier in a period when Welsh 
towns were too poor to support much of a middle class; and 
there is Sir John’s nephew, the Archbishop John Williams who 
“‘was prepared to ‘jump the life to come’ for the sake of 
ambition.” The text of a lecture on the industrialisation of 
South Wales provides an excellent summary of that process 
without attempting to say anything very new. 

It is to be regretted that Sir John Edward Lloyd, doyen 
of Welsh historians, had passed away a week before these papers 
(each of which he doubtless knew) appeared in book form, for 
it is to him that the book is dedicated. And it is to be hoped 
that Principal Rees will write much more Welsh history— 
particularly from the economic and social angle. 


R. O. RoBeErts 
University College of Swansea. 


What I Remember. By Mary Patrey MarsHauyu. (Cambridge 
University Press, 1947. Pp. xii + 54. 7s. 6d.) 


To the world of this generation outside Cambridge, Mary 
Marshall will be known mainly through the charming and vivid 
obituary notice which Lord Keynes wrote in this JoURNAL when 
she died in 1944; written at a time when he was overwhelmed with 
labours of great national urgency, it manifests in every line Keynes’ 
deep affection for Mary Marshall. In Cambridge, Mary Marshall 
in her later years was a familiar and much beloved person; 
familiar to almost twenty ‘years of undergraduates as the tutelary 
goddess of her husband’s books in the Marshall Library. And it 
was in the Marshall Library, under Alfred’s portrait, that she 
made her last official appearance when in 1941 a small party 
of teachers from Cambridge and from the exiled London School 
of Economics gathered to do honour to the centenary of Alfred 
Marshall’s birth. 

Mary Marshall’s life fell into three phases. As Mary Paley, 
great granddaughter of William Paley of the Evidences, she was 
brought up in a strict Victorian rectory near Stamford and then 
escaped to be one of the adventurous five who, with Miss Clough, 
formed the first origins of Newnham College. She came thus 
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under Alfred Marshall’s influence, was the first Lecturer in 
Economics at Newnham and wrote, at the behest of James Stuart 
for extension students, the first part of Economics of Industry. 
Before the book was finished the gay, dressy, serenely beautiful 
Mary Paley had married Alfred Marshall; the book became their 
joint book, and a book for which Marshall, very wrongly, felt 
little but shame. The second phase had begun; Mary Marshall 
was enslaved to forty years of self-denying servitude to Alfred : 
the “ fool-ometer’”’ by which he measured the popular intelli- 
gibility of his writing, the organiser of his materials, the 
breakwater between himself and the irritations of life. And then, 
when Alfred died in 1924, the third phase—Mary Marshall’s 
glorious rediscovery of the world. The joy of meeting the young, 
and old friends again—Taussig coming for an honorary degree ; 
the painting of her portrait for her beloved library by Roger Fry, 
for which so many of Alfred’s old friends and contemporaries had 
sent subscriptions with their letters of affection. I suspect that 
the last twenty years were in many ways the happiest of all. 

It was in the earlier days of this rediscovery of the world that 
we persuaded Mary Marshall to talk to the Marshall Society, in the 
little overcrowded room in Downing Place which formed the first 
Marshall Library, and to tell us some of her memories of the 
Cambridge of her early years. We introduced a typist surrepti- 
tiously to get some record of what she told us. Her memories 
once stirred, she went on adding to them, and by degrees there 
grew up a pile of typescript which she kept by her and added to 
when the mood took her or a flash of memory came back. 

What I Remember, set in order by her nephew Claud Guillebaud 
after her death in her ninety-fourth year, and with a charming 
introduction by the Master of Trinity, is the final outcome. As 
with so many, it was the earlier years which remained the most 
vivid, and it is to those beginnings of Newnham that Mary 
Marshall loved to revert. For that history this little book will 
always be of interest. 

She writes in less detail, and necessarily with far less 
objectivity, of her second phase. There are indeed flashes of 
picturesque detail : I have always treasured from her first talk to 
the Marshall Society, the picture of Alfred dancing down from 
the roof at Palermo with the discovery (did he discover it?) of 
elasticity of demand. Everyone who is fascinated (and what 
economist is not?) by the extraordinary enigma of Alfred 
Marshall’s character and the qualities which made his pupils 
regard him as incomparably great, must read what Mary Marshall 
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has to say. But I do not believe that they will understand 
Alfred much the better when they have read. Why indeed (as 
Keynes felt bound to ask) did Alfred make a slave of this great 
woman and not a colleague? Why was not Mary as truly a 
partner with Alfred as was Beatrice with Sidney ? 

Those who wish to savour the quality of What I Remember will 
find many extracts in Keynes’ obituary. Indeed, the obituary 
was largely built on her notes. The Cambridge University Press 
has done its work beautifully and Mr. Guillebaud has handsomely 
matched it with contemporary photographs and drawings. It is 


a worthy memorial of a very great lady. 
AusTIN RoBINson 


Sidney Sussex College, 
Cambridge. 
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NOTES AND MEMORANDA 


Ratmtway CoMPENSATION EXAMINED 


How far do the financial clauses of the Transport Act carry 
out the Prime Minister’s promise of “fair compensation”’ to the 
stockholders of the main line railways and the London Passenger 
Transport Board? At first sight, no doubt, the proposed basis of 
valuation—the Stock Exchange quotations of the various stocks 
during two periods (the first six days of November 1946, or a period 
before the outbreak of war) whichever is the higher—seems fair 
enough. For many stocks and shares these quotations, which are 
merely a record of actual sales and purchases, give a rough idea of 
the real value of the securities quoted, if they are stocks of com- 
panies which work freely without control by the Government, since 
the prices will be based on dividends, earnings and prospects. 

In the case of Railway and L.P.T. Board stocks this method of 
valuation may not give a fair result; indeed the Council of the 
Stock Exchange is so convinced of the contrary that it has taken 
the unprecedented step of writing to the Government explaining 
that the quotations ‘“‘ are not related directly to the value of a 
company’s assets or to the amount of its profits, and consequently 
these quotations, no matter what dates may be chosen for refer- 
ence, cannot form a fair and equitable, or a rational, basis for 
compensation.” 

There are, further, special reasons why these quotations are 
not applicable to Railway stocks. Since 1939 the Railways have 
been working under Government orders and control. Moreover, 
the second ‘‘ Agreement ” of 1940 was not an agreement, in the 
usual sense of the word ; it was dictated to the four Companies and 
the L.P.T. Board by the Chancellor of the Exchequer and the 
Minister of Transport, with a threat of immediate “ nationalisa- 
tion” if the five Boards refused the proposed terms. So they 
were compelled to accept the new “ Rental” of £434 millions. 
This rental was substituted for the sliding scale arranged with Sir 
John Simon as Chancellor at the outbreak of war in 1939, which 
divided the net receipts above a minimum and below a maximum 
between the Railways and the Exchequer. Evidently a profit- 
sharing plan of this kind was a good one, as it encouraged the 
Companies to be efficient and economical. Apparently Sir Kings- 
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ley Wood and Lord Leathers saw that traffic on the railways was 
growing as the nation got into its stride in the war effort, and 
feared that the sliding scale would give the Companies their 
standard revenues, as fixed by the Railways Act, 1921. Perhaps 
the five Boards were a little weak to submit so easily, but they 
may have thought it unpatriotic to resist the Government at a 
critical stage of the war. 

During the five years 1941 to 1945 the Railways and the L.P.T, 
Board actually earned £412 millions, of which the stockholders 
took £217 millions, less Income Tax, and the Treasury took the 
rest. Under the sliding scale the £78 millions of L.N.E.R. 
ordinary capital would have received their standard dividend of 
£3-4 millions a year. Dr. Dalton proposes to buy the whole of 
this capital for £4,352,000, or less than sixteen months’ purchase ! 

At the time it might have been seen that Sir Kingsley Wood’s 
new “ Agreement ” threatened stockholders with a serious loss of 
capital value, but for some time they did not realise this threat. 
When it was brought home to them, mainly by the exertions of the 
two Stockholders’ Unions, they passed a unanimous resolution of 
protest at all four annual meetings. Stockholders in the L.P.T. 
Board never meet; their only right is to have a Receiver appointed 
if they do not get their 54% on the “‘ C ” stock—a right which has 
no value in practice, and has not been exercised, although the 
54% is not being paid. 

Early calculations of the income to be obtained from the 
new Transport stock which replaces all railway capital were 
based on the supposition that the Treasury could issue stock at 
2%. But then the prices of gilt-edged stocks began to fall, 
and the Stock Exchange made up its mind that the new rate 
must be 3%. This raised the total income to be paid to holders 
of railway and L.P.T. Board stocks from £25 millions to £30 
millions. Nevertheless it was assumed that the new Transport 
stock would go to a substantial discount, so the quotations of 
railway stocks have been several points below the figures, or 
prices, given in the Schedule to the Transport Act, in exchange 
for the various old stocks. 

Dr. Dalton argued that the advantage of a Government 
guarantee should be balanced against the much lower income to 
be given by his new Transport stock. So far as railway debentures 
are concerned the guarantee is valueless, as there has never been 
any doubt about the payment of the full interest on all these 
stocks, even those of the L.N.E.R. Holders of the junior stocks 
have to face an enormous reduction in income, e.g., Southern 
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Preferred Ordinary will get £2 5s. 7d. instead of £5, L.M.S. First 
Preference £2 11s. 3d. instead of £4 and L.N.E.R. Second Preference 
17s. 1d. instead of £3 7s. 6d. 

Much railway stock, especially debenture stock, is held by chari- 
table and other trusts. Now a debenture is a contract between 
lender and borrower by which the latter pledges himself to certain 
definite terms, mainly the rate of interest and the period of the 
loan. Presumably he borrowed on the best terms he could get, 
but now the Government steps in and says, ‘‘ We do not care 
what terms were arranged; we shall pay off the debt in 3% 
stock, and the Treasury will decide how much of this new stock 
shall be given in exchange for each £100 of railway debenture.” 
If the stockholder does not want a 3°, stock, as is most probable, 
he must sell and re-invest, paying stamp duty, commission and 
two “turns.”” Thus, in effect, he has to bear the cost of floating 
the huge loan out of which he is to be compensated. 

So far I have said nothing about the depreciation of the £ 
sterling, yet this is, possibly, the most important fact. Since 1914 
the pound has lost at least three-fifths of its purchasing power, 
this means that the pre-1914 capital has, in effect, been cut down 
by 60%. Capital spent between 1919 and 1939 has been cut 
down by, perhaps, 30%. Hence the real capital of the Companies 
and the Board cannot be reckoned at less than £2,300 millions in 
paper money. 

As part of the revision under the Act of 1921 the capital 
accounts of the four Companies were examined, and all “‘ water ”’ 
was squeezed out; so no assets remain on the books of the Com- 
panies which are not tangible. It may be argued, no doubt, that 
some of these assets are out of date, and that the existing lines and 
stations involve a certain amount of duplication, e.g., Marylebone. 
But all the lines were sanctioned, after careful examination, by 
Parliament, which insisted on “‘ competition’ and refused early 
proposals for amalgamation. After the Kaiser War Parliament 
reversed its policy, and insisted on amalgamating all the old 
Companies into four Groups. This involved some writing-down 
of capital, e.g.,a Great Eastern share of £100 had to be exchanged 
for £35 Preferred and £45 Deferred stock in the L.N.E.R. Under 
the Transport Bill these two stocks will be bought for £4 5s. 

It will be argued that road competition lowered the value of 
Railway stocks after the Kaiser War. This is true, because the 
lorry, with its house-to-house conveyance, was certainly a con- 
venience. But the lorry took mainly the high-classed traffic, on 
which transport charges are usually so small that the change could 
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not be seen in the retail price. Yet it was enough to destroy the 
rate-structure of the Railways, which was based on “ What the 
traffic can bear,” 7.¢., a cost-price rate for coal was balanced by a 
profit-rate on cloth and confectionery, as stalls at a theatre help to 
pay for the pit. 

But now, with the much higher working costs (in money) of the 
road vehicles, the lorry-owner will have to raise his own charges, 
and competition with the Railways will become less keen. More- 
over, one reason why the road vehicle could compete in charges 
was that it threw part of its running costs, i.e., the provision of its 
“* permanent way ’—the road—on the ratepayer. The sums paid 
for licence and petrol duties did not balance the cost thrown on the 
community by motor traffic—construction, maintenance, policing, 
lighting, widening and levelling of the roads. Professor J. H. 
Jones reckons the cost of road casualties at the colossal figure of 
£60 millions a year ! 

Competition with the road has, in fact, become less severe than 
it was a few years ago, partly because the Railway Companies had 
made arrangements with the road interests and had themselves 
become owners of road vehicles or partners with road concerns. 
Railway passenger traffic, too, ought to be above the pre-war 
levels through the wider distribution of the national income, and 
through the general adoption of “holidays with pay.” Even 
now, although net receipts have fallen, as was to be expected when 
the vast military traffic came to an end, the volume of traffic is 
well above the pre-war level; the smaller net figures being due to 


the big increases in the cost of coal and wages. 
J. E. ALLEN 
Cambridge. 





IncoME-Tax 1n BriTIsH COLONIES 


I 


THRovuGHOuT the British Colonial Empire commercial legis- 
lation is largely uniform, based on abridged adaptations of the 
English enactments (local civil law has to a large extent been 
left intact). 

British colonial income-tax legislation is usually based on 
either of the following two sources: on the so-called “ Model 
Ordinance,” devised in London by an Inter-Departmental 
Committee in 1922, relying to a certain extent on long-forgotten 
Australian and New Zealand precedents, or an adaptation of the 
present Australian and Canadian Acts (e.g., the Newfoundland 
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Income-Tax Consolidation Act, 1944, or the Gilbert Islands 


a Income-Tax Ordinance, 1941). India| has an independent 
by a income-tax law, shaped on local experiences (cf. Banarjea, A 
Ip to History of Indian Taxation, London, Macmillan). As India is 
not administered by the Colonial Office, it is not within the direct 
f the purview of this essay. Income-tax is to-day imposed (or in the 
rges process of imposition) in almost all British dependencies, with the 
ese, exception of Malta, the Seychelles and the Turks Islands. 
urges 
Of its ™ 
paid The Common British colony presents three different social 
1 the frameworks on which income-tax may be imposed: the foreign 
sing, (mostly English) companies and traders; the local native trading 
. community; and native agricultural small-holders or tribesmen. 
e of In the African and Pacific colonies, a uniform poll-tax is 
imposed on all native males; in East Africa this poll-tax is, in a 
han different form, imposed on Europeans, too. In West Africa poll- 
had tax itself forms part of the income-tax; in East Africa or certain 
ives Australian dependencies it is set off against a proportionate part 
rns. of the income-tax otherwise due from people with taxable income. 
war The system is the subject of adverse comment as being beyond 
and the native earning capacity. Usually provisions for abatement 
ven in cases of hardship are contained in the taxing statutes. 
hen Poll-taxes are not common in the Mediterranean and American 
is groups of colonies; here the problem confronting the tax 
to administrator is that of the taxation of small mixed farms, usually 
solved by a flat taxation graded in accordance with the various 
categories of land occupied (cf. the Rural Property Tax in 
Palestine, the Indian Cess) or taxes on agricultural produce (the 
Turkish ‘‘ Osher,” the Malayan rubber tax, etc.). There appears 
to be a tendency towards the imposition of income-tax on 
agricultural profits both in India and in Palestine; quite a 
number of Indian States during the war years extended the 
is- definition of ‘‘ income ” to include agricultural profits. If the 
he experiment succeeds, a wholly new method of assessment would 
on have to be developed, as the American and New Zealand 
complexities of income-tax imposition are entirely inadequate 
yn to the needs of almost illiterate Indian peasants or Palestinian 
el fellaheen. 
al I 
a A similar difficulty is encountered when the profits of the 
: native trading community are to be assessed. Tax evasion in this 
d No. 229—voL. Lv. K 
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sector is certainly not smaller than it was in the England of Pitt 
or even of Gladstone, who was afraid that this tax would make 
England “a nation of liars.” The main difficulty lies in the 
absence of reliable accounting and in the complete absence of any 
provisions for the effective enforcement of proper accountability, 
In the original civil law countries, like Palestine or Cyprus, partial 
book-keeping provisions are inherited from the Code Napoleon 
and its local adaptations, but even these partial requirements 
(adequate to the accounting needs a century and a half ago) are 
practically not enforced. Typical for the attitude of the English 
colonial administration towards the problem of accounting is the 
following section which we find in so different territories as 
Australia, East Africa and the Ellis Islands : ‘‘ The Commissioner 
may by notice in writing require to keep such books in such 
language as he may direct ”—yet there is neither sanction nor 
supervision throughout the year. There is a sanction provided 
both in Palestine and in Cyprus, yet this sanction is so hard that 
it is very rarely applied: ‘“‘ No deductions for expenses or the 
carry forward of losses shall be allowed unless the taxpayer keeps 
proper books of account ”—without any definition of the term 
“‘ proper books of account.” 

Tax evasion, provoked by the absence of proper control, is yet 
furthered by the relative ease with which it is turned into a 
political weapon (though apparently tax evasion in the newly 
established Lebanese Republic is not much smaller than in any 
British colony). 

British colonial income-tax law administration suffers yet 
from another difficulty : the statutes are as little outspoken as 
the English taxing Acts. As Stikeman puts it (Bulletin for 
International Fiscal Documentation, 1947, p. 147): ‘‘ Wherever 
possible, general principles only are enunciated. . . . Thus there 
are three principal sources of the law: the Statute law; the law 
as developed in the decided cases of the local and English courts, 
and the administrative law.”” No guidance whatsoever as to the 
applicability of these three systems of law is given by the local 
administration ; there is no official hand-book, no guide. Return- 
forms are usually utterly inadequate. The question whether, in 
the absence of any guidance in the statute, English precedent 
applies or not is often extremely complicated. Yet the colonial 
court is bound to apply English judicial law wherever the statutes 
are in pari materia—which usually means that both the United 
Kingdom and the colonial law are silent as to the solution of 
any question. This whole system leads by necessity to the assess- 
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ment “ by estimate,” usually agreed upon between the trader and 
the assessor. It is a state foreseen by Adam Smith in which the 
assessor’s humour is usually of greater importance for the ultimate 
assessment than the real profits made by a trader. In many 
cases it is not the profit realised by the trader which is the basis 
of an assessment, but the profits assessed on a trader’s competitor. 
In this connection the question is‘relevant, whether assessments 
of individual taxpayers in British colonies should not be published, 
following the French example. The new Lebanese income-tax 
law provides for such publication. 


IV 


The foreign trader or planter is mainly interested in the 
problem of double taxation. The American resident (the same 
applies, of course, to Dutch concerns) receives at home an extremely 
satisfactory income-tax relief, covering the full colonial tax. A 
similar income-tax relief is proposed under the new English 
system which is in the course of establishment just now. 

Under the 1920 system of relief, colonial tax was remitted 
up to half the United Kingdom tax; most colonies reciprocated 
by remitting the additional tax in excess of the higher tax due 
in either country. There were colonies which had not made 
provision for relief, as, e.g., Rhodesia. In these cases, the United 
Kingdom relief up to half the United Kingdom tax remained 
in force, while any additional colonial tax was considered in the 
United Kingdom as an expense item. 

Under the new system, full relief for income-taxes paid by 
trading concerns abroad is to be given in the country of residence. 
The methods of dealing with interest and dividends vary, 
apparently according to whether the rates of tax in the colonies 
and in the United Kingdom are more or less similar, or greatly 
different. 

The main difficulties of the system in the past were three : 
the peculiarities of the United Kingdom system of income-tax 
(under which debenture interest, e.g., does not constitute an item 
of expenditure) sometimes brought about considerable divergences 
in the amount of the taxed income in the colony and in England, 
thereby artificially decreasing the amount of the “ doubly-taxed 
income.” Differences between the taxable year in the colony and 
in the United Kingdom sometimes tended, moreover, to increase 
this hardship. This difficulty will often continue to exist. 

As rates of taxes on individuals are progressive, while the 
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relief was granted not on the highest slabs of tax, but on the 
average tax in relation to the whole income, the relief was 
insufficient for individuals. Here legislative provision wag 
enacted in some colonies, providing for complete relief within the 
frame of “‘the higher tax in either country.”’ No similar 
provision appears to exist under the new system. 

Complications in the passing on of the relief to shareholders 
led to repeated litigation between ordinary shareholders and 
preferred shareholders as to the proper amount of the relief 
passed on. These difficulties appear to be of smaller relevance 
under the new system, as the legal provisions as to particulars of 
deduction are more explicit. 

The complexities of the double-taxation relief are primarily 
a concern of the English and American investors, because (apart 
from the fact that fewer colonial firms trade in the old metropoles 
than vice versa) most British colonies have adopted the so-called 
*‘ remittance basis,” taxing only receipts accrued or received in 
in the colony. Ina number of colonies, however, a clear tendency 
is discernible towards a substitution of the taxation of all profits 
either made in the colony or made by residents of the colony. 
This tendency (which is contrary to the recommendations of the 
1922 Committee) has led to a complete abolition of the remittance 
basis in India in 1939, and to many half-way solutions in the 
different colonies concerned (e.g., East Africa, Palestine). 


V 


The above article is not intended to cover the whole field. It 
is intended, however, to show that the field of British colonial 
tax policy is little explored, though full of interesting aspects; 
the ultimate fiscal importance of the subject-matter need scarcely 


be emphasised. 
G. EICHELGRUN 


Haifa. 





OBITUARY 


HEINRICH VON STACKELBERG (1905-1946) 


Ir is difficult to realise how much economics has lost by the 
death of Heinrich von Stackelberg. He was engaged on extensive 
investigations when he died at Madrid on October 12, 1946, at 
the age of only forty-one. The substantial amount of work which 
he has left was considered by him as no more than a beginning. 
Already his doctor’s thesis in 1932, Grundlagen einer reiner 
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Kostentheorie, had attracted wide attention. It was followed two 
years later by his well-known book on Marktform und Gleichgewicht. 
From that date to his last and partly still unpublished writings, 
particularly his Grundztige der theoretischen Volkswirtschaftslehre 
(1943) (which was published in much enlarged form in Spanish 
under the title Principios de Teoria Econémica and will soon also 
appear in this form in German), hé devoted himself incessantly and 
with great concentration to theoretical work. His interest had 
somewhat shifted in recent years from the theory of prices to the 
theory of capital. Particularly important in this respect are his 
articles on “ Kapital und Zins in der stationiren Verkehrswirt- 
schaft”’ (Zeitschrift fir Nationalékonomie Bd. X, 1941), and 
“Elemente einer dynamischen Kapitaltheorie” (Archiv fir 
mathematische Wirtschafts- und Sozialforschung, 1942/43). Two 
of his more recent studies on the theory of price and value, should 
also be mentioned : “ Theorie der Vertriebspolitik und Qualitits- 
variation,” in Schmollers Jahrbuch, 1939, Bd. 63, and “ Preis- 
diskrimination bei willkiirlicher Teilung des Marktes,” in Archiv 
fir mathematische Wirtschafts- und Sozialforschung, 1939. His 
last book and his essay on “ Die Grundlagen der National- 
dkonomie ” (Weltwirtschafiliches Archiv, 1940, Bd. 51), and 
various completed and uncompleted studies found after his death, 
show that he was endeavouring to achieve a coherent theory of 
the whole economic process. Among the manuscripts that he 
left, a study on Die Theorie der Haushaltswirtschaft and a trans- 
lation of the first chapter of Hicks’ Value and Capital should be 
specially mentioned. An interesting article on “‘ Entwicklungs- 
stufen der Werttheorie ” appeared posthumously in 1947 in the 
Schweizerischen Zeitschrift fir Volkswirtschaft und Statistik. 

Every economic question became for Stackelberg at once a 
mathematical problem. It is characteristic of him that he 
increasingly recognised the danger that this mathematical treat- 
ment might lead to irrelevant abstractions and that he d 
endeavoured to stress the economic significance of the mathe- 
matical formule. As his work progressed he became more and 
more anxious for closer contact with the facts of real life. This 
increasing concern with practical problems considerably affected 
his attitude to the problems of economic policy. Mathematical 
economists have not infrequently a bias in favour of planning. 
They are tempted to apply their calculations to a central direc- 
tion of the millions of firms and households which interact in 
the continuous economic process. Stackelberg’s attitude was 
different. In his Marktform und Gleichgewicht he had shown 
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certain sympathies for the corporative state. This, however, was 
a temporary phase. As he became more familiar with the facts 
of economic life he became a determined critic of every form of 
planned economy. In a paper which he read to a small circle in 
1943 and which is soon to be published he elaborated this criticism 
from a mathematical point of view. He had come to the con- 
clusion that the competitive order is the only principle by which 
the economic problems of our time can be solved, but he drew a 
sharp distinction between the competitive order and a system of 
laisser-faire, and he was fully aware of the importance of the task 
of elaborating a suitable legal framework for such a competitive 
order. It had been his hope to contribute to this task. 

Heinrich von Stackelberg was born on October 31, 1905, 
in Kudinowo near Moscow. The German Baltic family of his 
father came from Estonia, the mother from the Argentine and 
of Spanish stock. After the Revolution the Stackelbergs escaped 
to Germany, and Heinrich attended the Humanistic Gymnasium, 
first in Ratibor (Upper Silesia) and later in Cologne, showing 
early the mathematical bent of his mind. At the University of 
Cologne he was introduced to economic theory by Erwin von 
Beckerath, by whom he was greatly influenced. He became 
a Privatdozent at the University of Cologne in 1935, but left 
almost immediately for Berlin and in 1941 went as Professor 
Ordinarius to Bonn. In 1943 he accepted an invitation by the 
University of Madrid to lecture there on economic theory. It 
was in Madrid that he died after a long illness of a rare and 
incurable disease. He left a wife and three children. 

His scientific development was determined by the careful 
study of modern economic theory and mathematics. “ This 
essay,’ he said in the Introduction to his Grundziige, “ derives 
from the work of Menger, Jevons and Walras, the founders of 
modern economic theory, and from the unique achievement of 
Cournot.” He was intimately familiar with the work of Béhm- 
Bawerk, Wicksell, Pareto and Marshall. Of Pareto’s work it was 
also the Sociology and theory of the circulation of the élites 
which attracted him. Among more recent theoretical and 
economic publications, he followed with special attention the in- 
vestigations of Amoroso, Allen, Hicks, Tinbergen, Moore and Strigl. 

Outside his special subject, Stackelberg was interested mainly 
in music and in various theologica] and historical problems, on 
which he wrote a number of short essays. But economic theory 
and its mathematical treatment always remained the centre of his 
activities. He was constantly occupied with theoretical work and 
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whenever and wherever one met him a lively discussion was sure 
to start. He devoted himself wholly to whatever he did. His 
passionate nature found its outlet almost exclusively in scientific 
work, but his enthusiasm never led him to form over-simplified 
theories about the complicated and recalcitrant facts which are 
the subject of our discipline. On the contrary, he insisted on 
precise description and exact analysis. Discussion with Stackel- 
berg was always made a pleasure by the elegance and sureness 
with which he conducted it. One could feel that he loved 
his science also because of its beauty and that he appreciated 
nice points, interesting formulations and the architecture of 
systems. He rapidly formed a circle of disciples from whom 
he expected much, whom he assisted readily and freely and who 


now mourn with us. 
WALTER EUCKEN 
University of Freiburg i.B. 





JENS JESSEN (1896-1944) 


Amone the victims of Nazi terrorism after July 20, 1944, was 
Professor Jens Peter Jessen of Berlin University, who was hanged 
for his partnership in the Beck-Goerdeler plot to overthrow the 
Hitler régime. 

Professor Jessen was an outstanding character among the 
younger generation of German economists. Born in 1896 on the 
German-—Danish border, he studied economics and law in Kiel, and 
went to Géttingen University in 1927, after some years in business, 
to teach public finance. His academic career took him in 1933 
to Kiel, later to Marburg and Berlin. 

Here he undertook, out of his deep feeling for personal liberty, 
risky activities in connection with the underground movement 
against Nazism. Assisted by his connections with Party officials 
—whose ideas he had shared to some extent down to 1933—he 
managed to maintain his position as a hidden counterpoise to 
Nazi-inspired thought in the very centre of Party politics and 
propaganda. He gathered a circle of economists from nearly 
all German schools and inspired them to counteract dangerous 
propaganda, infiltration and Party-biased appointments. Some 
of his books of this period were prohibited, or had to be amended 
to satisfy the censor. Others, it is true, show some tendency to 
yield to Nazi ideas, but even in them Jessens defended personal 
liberty against any priority of collectivist thought as vigorously 
as seemed advisable in view of the changing, and stiffening, 
attitude of the censor. 
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Of Jessen’s works, his two books Deutsche Finanzwirtschaft, 
1937, and Der Handel als volkswirtschaftliche Aufgabe, 1940, and 
his essay on ‘‘ Wettbewerb als grundsitzliche historisch-politische 
Frage” (Der Wettbewerb als Mittel volkswirtschaftlicher Leis- 
tungssteigerun und Leistungsauslese, vorgelegt von G. Schmdlders, 
Berlin, 1942) deserve to be specially mentioned. 

It was Jessen who as editor of Schmoller’s Jahrbuch kept this 
journal (which he took over from Professor Arthur Spiethoff) 
remarkably free from any Nazi influence. He reminded con- 
tributors time and again of their higher responsibility before the 
judgment of history and exhorted them to avoid political bias 
and the misuse of economic theory in the service of political 
ideals. In the face of Nazi suppression of free thought and in- 
dividual “‘ pursuit of happiness,” he maintained the importance of 
a competitive economy and the supreme decision of the consumer. 

It is far too early to judge German economic thought during 
the decade of dictatorship and propaganda. Dr. Jessen’s sober 
influence seems responsible, at least in the last critical years of the 
war, for much of the relative clear-mindedness maintained by the 
university economists of his generation in the face of strong 
political pressure exerted on educational and literary activities. 

G. SCHMOLDERS 
University of Cologne. 





CURRENT TOPICS 


WE record with great regret the death of Dr. R. R. Kuczynski, 
formerly Reader in Demography at the London School of 
Economics and widely known for his contributions to population 
problems. We hope to publish an obituary notice in a later 
issue. 





Houblon-Norman Fund. The Trustees of the Houblon- 
Norman Fund invite applications for Fellowships or Grants in 
aid of research into the working of financial and business institu- 
tions in Great Britain and elsewhere and the economic conditions 
affecting them. Apart from exceptional cases, awards will be 
confined to British-born subjects normally resident in the United 
Kingdom and will take effect from October 1, 1948. Fellowships 
will be awarded for one year, renewable for a second year: and 
the amount of all awards will depend upon the circumstances 
of the candidate and the likely expenses of his work. Applica- 
tions should be made not later than March 31 and forms of 
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application may be obtained from the Secretary of the Fund 
(H. C. B. Mynors), c/o the Bank of England, London, E.C.2. 





Register of Research in the Social Sciences. The next issue 
(No. 5 for 1947-48) of this document, hitherto circulated 
privately, will be published early in the summer by the 
Cambridge University Press for the National Institute of 
Economic and Social Research, who compile the record. It 
will contain a classified list of entries of research in progress, 
giving wherever possible the title and scope of the enquiry, the 
date of starting, the names of research workers engaged on it, 
publication information and the name of the institution under 
whose auspices the work is being done. A new section will 
contain a list of Ph.D. theses in the social sciences now in course 
of preparation, which should be of value to all concerned with 
the guidance of research students. The Register will be obtain- 
able on subscription basis only and the price will be about 15s. 
per annum. Subscription forms are obtainable from the 
publishers. 





Tue Sir Richard Garton Memorial Prize, value 100 guineas, 
is offered for competition for the first time for an essay in applied 
economics. The closing date is December 31, 1948. A subject 
may be chosen from among the following: (1) The Factors 
Determining Productivity in a Particular Industry; (2) A Statis- 
tical Study of Incentives in Relation to their Economic Effects 
in a Particular Industry or Group of Industries; (3) A Contribu- 
tion to the Study of Incomes or Expenditure of the Middle Income 
Groups; (4) A Contribution to the Study of Mobility in Relation 
to Location of Industry. Other subjects may be considered in 
particular cases on application. Intending candidates should 
communicate with the Secretary of the National Institute of 
Economic and Social Research, 2 Dean Trench Street, London, 
S.W. 1, who will inform them as to the conditions of the prize 
and the required standing of candidates. 





THE Royal Statistical Society announces that the Frances 
Wood Memorial Prize, value £30, will be offered for competition 
in 1948. Competitors, who need not be Fellows of the Society, 
will choose their own subjects. Essays should reach the Honorary 
Secretaries of the Royal Statistical Society, 4 Portugal Street, 
W.C, 2, not later than December 31, 1948. 











RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 

Vou. CIX, Part IV, 1946. Recent Experiments in Statistical Sampling in 
the Indian Statistical Institute: P. C. Manwatanosis. Wholesale Prices 
in 1945: Epiror or The Statist. 

Vou. CX, Part I, 1947. The Statistical Analysis of Joint Stock Company 
Control: P. SARGANT FLORENCE. Statistical Aspects of Demobilisation 
in the Royal Navy : J. WIsHART. 


Economica. 

NovEMBER 1947. In Memory of Sidney Webb: R. H. Tawney. The 
Distribution of Incomes: F. A. CocKFIELD. A Reconsideration of the 
Theory of Effective Demand: T. Wixtson. Comparative Shipping and 
Shipbuilding Costs: R. O. Roserts. Mathematics for Economists : 
W. J. BAUMOL. 

The Review of Economic Studies. 

Vou. XIII (2), No. 34, 1945-46. International Comparison of Demand for 
Imports: Tse CHun CHanc. The Generalised Theory of Consumer's 
Surplus: J. R. Hicks. Rationing and Value Theory: H. Maxower. 
Migration and the Distributive Trades : Saran C. GILLESPIE and K. W. 
RotTuscHitD. Rebuilding London—a Survey in Stepney, 1946: T. 
BARNA. 

The Manchester School. 

SEPTEMBER, 1947. The Pricing of Public Utility Undertakings: A. M. 
HENDERSON. The Complications of Location: M. P. Fogarty. Pro- 
fessor Carr: a Commentary: R. N. Spann. A Note on the Visual 
Representation of National Income Statistics : R. J. LOoSMoRE. 


The Political Quarterly. 

OcToBER—DECEMBER, 1947. Incentives and Government Policy: P. 
SARGANT FLORENCE. Crisis in Indonesia: C. FisHer. India and 
the Future: J.Coatman. Berlin and the Russian Zone : H. FRAENKEL. 
International Voting Procedures: H. R. G. Greaves. How Inter- 
national is Colonial Trusteeship? : D. THomson. The Content of Legis- 
lation: E. C. S. Wave. 


The Economic History Review. 

Vou. XVII, No. 1, 1947. The Tenth Century: J. Lestocquoy. The 
East India Company in Eighteenth-century Politics : L. 8. SUTHERLAND. 
The Wages, Hours and Trade Customs of the Skilled Engineer in 1861: 
M. and J. B. Jerrerys. Forest Clearance and Prehistoric Farming : 
G. CuarK. Medieval Treatises on Estate Accounting: D. OscHINSKY. 
The Peopling of the Hinterland and the Port of Cardiff : T. M. HopaceEs. 


International Affairs. 

OcTroBER, 1947. The International Outlook: A. J. ToynBEE. Turkey’s 
International Relations: C. Actxautin. The U.S.S.R. Revisited: E. 
CRANKSHAW. Central America: P. SmitrHERs. Burma Two Years 
after Liberation: G. AppLeTON. The Eurasian Question in Indonesia : 
C. Fisuer. The Twilight of National Socialism in Germany, 1943- 
45: E. pe Groor. Contemporary International Interest in the 
Antarctic: W. L. 8. FLEMING. 


Transactions of the Manchester Statistical Society. 

SEssION, 1946-47. Cotton’s War Effort: R. W. Lacey. The Cotton 
Trade’s War-Time Commodity Supplies : W. Huppaty. Some Problems 
of Taking a Census of Distribution: W. B. Reppaway. Some Aspects 
of the Growth of Secondary School Examinations: J. A. Petcu. Slatis- 
tics in Medicine : A. BRADFORD HILL. 
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The Eugenics Review. 
OcToBER, 1947. Stages in Population Growth: C. P. Buacker. The 
Measurement of Socially Valuable Qualities : H. J. EysEnox. 
January, 1948. Eugenics, Population Trends and the World’s Resources : 
G.C. L. Bertram. Galton’s ‘‘ Hereditary Genius’’: B.S. BRAMWELL. 


Bulletin of the Oxford University Institute of Statistics. 

Vou. 9, No. 9. Strikes and their Changing Economic Context: K. C. G. 
Know.es. Post-war Development of Sweden’s Foreign Trade: G. 
CEDERWALL. : 

Vou. 9, No. 10. Bulk Purchasing and the Colonial Producer: P. Any. 
Coal Developments, 1946-47: D. SzErs. Some Comparisons of Pre- 
War and Post-War Productivity : P. D. HENDERSON. 

Vou. 9, No. 11. The Technique and Progress of Czechoslovakia’s Two-year 
Plan: P. D. HENDERSON and D.SEErs. Notes on Non-Discrimination : 
G. D. A. McDouGaaLu. 


London and Cambridge Economic Service. 

ButtetTiIn IV, Vor. XXV. The Economic Position of the United Kingdom. 
Manpower, Coal and Steel: T. Barna. The Dollar Credits and the 
Balance of Payments: F. W. Patsu. External Trade: C. F. Carter. 
Finance: F. W. PatsH. Wages and Hours of Work: A. L. Bow ey. 
Output of Building and Civil Engineering Industries: Ian BOWEN. 
Personal Consumption: W. B. Reppaway. Foodstuffs and Raw 
Materials: C. F. Carter. Development Area Policy and the Crisis: 
Wales : BrinteEy THomas. Canada: D.C. MacGregor. 


The Banker. 

NovEMBER, 1947. Approach to America. The Banker-—Customer Re- 
lationship : Should it be Formalized?: F.R.Ryper. State Banking for 
Australia ? Banks and the Export Drive: Scope of Advisory Services : 
Service EtrancerR. Scotland: a Financial and Economic Survey. 

DECEMBER, 1947. Reparations and Partition: M. J. Bonn. The Dollar 
Problem: Roy Harrop. Two Chancellors—But No Policy. Life 
Assurance and Population: L. T. Lrrttz. The European Recovery 
Programme. The Case for Sterling Guarantees: P. Ernzia. Banks and 
the Export Drive, II. 

JANUARY, 1948. How Long will the Reserves Last? Multilateral Clearing 
for Europe. U.S. Monetary Policy—Deflation Ahead?: F. E. DANIELS. 
Canada after the Abbott Plan : H. Wincott. 


The Bankers’ Magazine. 

NovEMBER, 1947. The Political Government of Economies: M. B. DE 
JOUVENEL. The Harassed Exporter. 

DrEcEMBER, 1947. The Interim Budget. The Exchange Control Act in 
Practice. The Importance of Thrift Institutions: C. L. Lawton. 
Recent Legal Decisions of Interest to Bankers : C. B. DROVER. 

JANUARY, 1948. Centenary of 1848. The Banking Year. Recent Legal 
Decisions of Interest to Bankers : C. B. DROVER. 


Barclays Bank Review. 

NovVEMBER, 1947. Finance and the Crisis. On Sound Currency. Banking 
in Battledress. 

District Bank Review. 

DECEMBER, 1947. America—and Europe’s Future: G. Hurron. The 
Battle of Overseas Payments: P. Bargeavu. The Human Element in 
Manpower. 

Lloyds Bank Review. 
OctoBER, 1947. Inquest on the Crisis : LionEL RopsBrns. 


Midland Bank Review. 
NovEeMBER, 1947. The Changing Shape of Britain’s Monetary System. 
Part I: 1931-45. Post-war Business Conditions in Scotland. 
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Westminster Bank Review. 
NovEMBER, 1947. The Problem of Purchasing Power: Str Huserr 
Henverson. The £100 million Expansion Programme for Agriculture, 
‘* You Have been Warned !”’. The Timber Shortage. The Export Drive 
in France. Background to the Havana Conference. 


Planning. 
Vou. XIV, No. 273. A Long-Term Fuel Policy. 
Vou. XIV, No. 274. Medical Group Practice in the U.S. 
Vou. XIV, No. 275. The Agricultural Machinery Industry. 
Vor. XIV, No. 276. Manpower Movements. 


Human Relations. 

Vou. I, No. 1. Frontiers in Group Dynamics: K. Lewin. Transitional 
Communities and Social Re-connection: A. CuRLE. Autistic Hostility 
and Social Reality: T. M. Newcoms. Residential Management as 
Treatment for Difficult Children : D. W. Winnicott and CLarE Britton, 
Prejudice in “* Seaside’’?: BarBaRa BELLOW and Others. Task Per. 
ception and Interpersonal Relations in Industrial Training : PEARL H. M. 


KING, 
Fabian Quarterly. 
No. 56. Winter, 1947. Sidney Webb: G. D. H. Cote. The Fabian 
Society Today: H. J. Lasxi. Joint Consultations and the Regional 
Boards: E.8S. Naprer. Foreign Policy: W. WARBEY. 


Social Service. 

JunE-Aveust, 1947. Training in Child Care: J. Younca. Social Re- 
search : a note on work in progress: “‘Soctat SERvANT’”’. The State of 
the Germans: Str Harotp Butter. The Family at Play: F. 8. 
Mitxican. Illustrations of Rural Industries: Welfare of the Aged: 
D. R. ALLEN. Voices from the Past: (1) Votes and the Wash-tub: 
Marcaret G. BonpFietp. The Handicapped Child: J. B. FRizeE.t. 


The Canadian Journal of Economics and Political Science. 
Aveust, 1947. Canada’s Balance of International Payments, 1940-45: 
F. A. Knox. John Maynard Keynes: Manet F. Tirmurn. Keynes in 
Cambridge: A. F. W. Puoumptre. The Significance of the General 
Theory of Employment, Interest, and Money: G. A. Ettiorr. Keynes 
as Public Servant: W. A. MacxintosH. Emergency Powers and Civil 
Liberties : H. McD. Croxtz. Town-Country Relations and the Problem 
of Rural Leadership: JEAN Burnet. The Rural Community and 
Political Leadership in Saskatchewan: 8S. M. Lieset. Proudhon and 
the Theory of Modern Liberalism: F. N. Watkins. Economic Analysis 
and Agricultural Policy: K. E. Boutpine. Parliamentary Representa- 
tion in Canada: N. Warp. Financial Relations between the Australian 
Commonwealth and the Australian States: R. E. Morrat. 


The South African Journal of Economics. 

Marcu, 1947. Federal Financing in the United States, 1941-46: G. E. 
SHarPe. Whither South Africa?—an economic approach: S. H. 
FRANKEL. Free Trade and Planned Economy: W.F¥. Crick. Aspects 
of ‘‘ Controlled ’’ Marketing in the Union: L. H. Samurts. Changing 
Emphasis in Public Finance : D. H. Hovueuton. 

JUNE, 1947. Methodological Issues in the Theory of Price Flexibility : 
D. H. Franszen. Gif Fredome Failye: R. Lesire. Konjunktuurge- 
voeligheid van Suid-Afrikaanse Belastings : J. L. SaviE. 


Reserve Bank of India Bulletin. 
JANUARY, 1947. Review of Financial and Economic Conditions. Ex- 
change Value of the Rupee during the Inter-War Period. 
Tata Quarterly. 


OctrosER, 1947. Economic Aspects of the Refugee Problem. Economic and 
Financial Review. 
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. International Labour Review. 

Jury, 1947. Swiss Constitutional Problems and the International Labour 
Organisation: J. Secretan. The Importance of Medical Statistics 
in Social Insurance: N. Marx. Home Aides Services. Notes on the 
First Meetings of the Industrial Committees. 

Avaust, 1947. The United States Labor-Management Relations Act of 
1947: J. E. Lawyer. Employment of Women in Switzerland. 

SEPTEMBER, 1947. The 30th Session of the International Labour Conference : 
Geneva, June-July, 1947. Labour. Legislation in the Belgian Congo. 
Second Session of the I.L.O. Iron and Steel Committee. 


Monthly Bulletin of Statistics a the Statistical Office of the United 
ations. 

Avuaust, 1947. Population. Employment and Unemployment. Indus- 
trial Production. Fuel and Power. Raw Materials. Manufactures. 
Food. Agriculture. Internal Trade. External Trade. Transport. 
National Income. Finance. Wages and Prices. 

SEPTEMBER, 1947. Similar statistical information. 


The Annals of the American Academy of Political and Social Science. 

NovEMBER, 1947. The Motion Picture Industry. 

The Journal of Political Economy. 

OctroBER, 1947. Lerner on the Economics of Control: M. FRIrepMAN. 
The Beginning of Competitive Banking in Philadelphia, 1782-1809 : 
Anna J. Scowartz. The Kinky Oligopoly Demand Curve and Rigid 
Prices: G. J. STIGLER. A Reconsideration of the Marginal Productivity 
Theory: M. W. Reprer. Foreign Investment and Full Employment : 
K. K. Kurruara. 


The Review of Economic Statistics. 

Aveust, 1947. The Problem of Wage Policy in the Spring vw 1947: 8S. H. 
SticuterR. Some Aspects of the Wage Problem: S. E. Harris. A 
Review of Wage—Price Policy: J.T. Duntop. ‘Measurement without 
Theory: T. C. Koopmans. Exchange Depreciation and International 
Monetary Stability: J. J. Potak. An Official Appraisal of the War 
Economy and its Administration : L.Gorpon. Farm Family Budgets—a 
moving picture: W. W. CockRaNE. Wholesale Prices and Industrial 
Stock Prices during and immediately after the Two World Wars: L. H. 
BEAN. 

NOVEMBER, 1947. Appraisals of Russian Economic Statistics: S. E. 
Harris, Corin CLarK, A. GERSCHENKRON, P. A. Baran, A. BERGSON 
and A. Yucow. Two Interpretations of Keynesian Economics: A. H. 
Hansen and A. F. Burns. On Mathematics for Economists: J. 
MarscHak. Wage Structures: S. LEBERGOTT. 


Journal of the American Statistical Association. 

SEPTEMBER, 1947. On a Population Sample for Greece: R. J. JESSEN 
and Others. Estimating the Resident Alien Population of the United 
States : E. P. Hurcuinson and E. Rusin. On the Use of Soviet Statistics : 
H. Scuwartz. <A Frequency Distribution Represented as the Sum of Two 
Poisson Distributions: W. Scuitiinc. The Relation of Control Charts 
to Analysis of Variance and Chi-Square Tests: H. Scuerr&. Problems 
in Providing Adequate Statistics on Business Profits: Susan S. Burr. 
Sampling for the 1947 -Survey of Consumer Finances: R. GoopMan. 
Contribution of Psychological Data to Economic Analysis: G. Katona. 
Statistical Methodology Index, No. 9: O. K. Buros. 


The American Economic Review. 
SEPTEMBER, 1947. Forecasting a Multilateral Balance of Payments: R. 
Friscu. Cost Functions and Full Employmen: A. H. Hansen. 
Trade Unions as Wage-fixing Institutions: A. M. Ross. Exchange 
Rate Determination: J. P. Youne. Burden of Import Duties with 
Fixed Exchange Rates: E. R. ROuPu. 
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DECEMBER, 1947. Wage Determination under Collective Bargaining : 
A.M. Ross. The Annual Wage: Where are We?: H. FELDMAN. The 
Webb-—Pomerene Law: a consensus report : Capital Growth and Equili- 
brium: T. C. Scuertinc. Exchange Control and Discrimination : 
H.S. Exuis. The Foreign Trade Multiplier: J.J. Potax. Comment : 
G. HaBERLER. A Restatement: J.J. PowtaK and G. HABERLER. 


Social Research. 

JUNE, 1947. Foreign Trade Policies of the United States and Soviet Russia : 
R. Scuétrter. Wage Flexibility Upwards: L. A. Haun. Hierarchy 
and Stratification of the Shop: Jutie Meyer. Max Weber on Race: 
E. M. Manasse. Dawn or Dusk of Democracy? : A. SPINELLI. 

SEPTEMBER, 1947. Toynbee and the Decline of Western Civilization : 
T. A. SumsBere. Observations on the Ivory Tower: F. KaurmMann, 
An Experiment in Political Education: H. W. Enrmann. British Use 
of Public Corporations: A. D. ANGEL. Small Business as a Social 
Institution: K. Mayer. Karl Mannheim, 1893-1947: A. Satomon. 
Comment on “‘ Denazification”” : K. LOEWENSTEIN. 


Econometrica. 

OcrosErR, 1947. Irving Fisher and Social Science: M. Sasuty. Founda- 
tions of a General Theory of Sequential Decision Functions: A. Wap. 
Nuclear Fission as a Source of Power: J. R. MENKE. Family Ex- 
penditures and the Marginal Propensity to Consume: T. HAAVELMo. 
A System of Infe Tables for Physical Property Based on the Truncated 
Normal Distribution: B. F. Kimspaty. Introduction to a Theory of the 
Internal Structure of Functional Relationships : W.LEONTIEF. Anciens 
et nouveaux indices de corrélation : Errata: M. Fr&cuer. 


The Journal of Economic History. 

NovEMBER, 1947. The Creative Response in Economic History: J. A. 
ScHUMPETER. Taxation and Landownership in the Westernization of 
Japan: N. Ike. The End of the Suffolk System: W.S. Laxe. An 
Attempt at Synthesis in American Banking : ANNA J. SCHWARTZ. 


Agricultural History. 

OcroBER, 1947. Elkanah Watson’s Activities on Behalf of Agriculture : 
H. M. Fuick. Populism Up-to-Date : the story of the Farmers’ Union: 
W. P. Tucker. The Agricultural Regionalism of the Trans-Mississippi 
West as Delineated by Cyrus Thomas: J.C. Matin. The Cattle Herds 
and Ranches of the Oregon Country, 1860-90: J. O. OtrpHANT. South 
Dakota’s Rural Credit System: a venture in State Socialism, 1917-46: 
G. C. Fire. The Agricultural Revolution in Royal Georgia, 1752-75: 
W. RANGE. 

Journal of Farm Economics. 

NovEMBER, 1947. The Economic Stability of American Agriculture : T. W. 
Scuuutz. Technological Advance and the Structure of American Agri- 
culture : J.C. Extickson and J.M. Brewster. Middlemen’s Accumula- 
tions and Expectations in Marketing Farm Products: H. 8S. Irwiy. 
National Food Policy and Surplus Agricultural Production : R. ScHIcKELE. 
Land Acquisition Program of the War and Navy Departments, World War 
II: A. T. M. LEE. Quantitative Research in Agricultural Economics : 
the interdependence between agriculture and the national economy: T. 
Haavetmo. A Neglected Point in the Training of Agricultural 
Economists: H. E. Conxuin. Inheritance of Farm Property: W. L. 
Gipson and A. J. WALRATH. 

NovEMBER, 1947. Proceedings Number. The Bureau of Agricultural 
Economics: L. S. Tenny and J. D. Buack. Trends in World Food 
Economy: A. Viton. Significance of the Geneva Trade Conference to 
United States Agriculture: J. A. Horxins. Rural Planning in the 
United Kingdom : A. N. DuckuHam, J. A. YounG and W. M. Drummonp. 
The International Federation of Agricultural Producers: J. H. Davis. 
Stabilization of the General Price Level: J. C. Borrum. Effects of 
Employment upon Factor Costs in Agriculture: T. W. Scuurtz. Co- 
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operatives in a Capitalistic Economy: E, F. Kotter. The Place of Co- 
operatives in a Sound Farm Economy: J. H. Davis. Methods of 
Financing Related to Asset Characteristics of Farms: D. C. Horton. 
Capital Returns from Soil-Conservation Practices: S. V. Crrtacy- 
WantruP. The Role of the Farm Organization Economist in the Formula- 
tion of Farm Organization Policy: L. F. HERRMANN. The Devil can 
also Quote Statistics: R. SmituH. Problems of Effective Presentation of 
Agricultural Economic Data to the Membership of Farm Organizations : 
L. C. Hatvorson. The Role of Sampling in Farm-Management Re- 
search: C. F. Sante. The Role of Modern Statistics in Analyzing 
Farm Management Data: P. G. Homeyer and E. O. Heapy. State 
Index Numbers of Agricultural Prices: W.C. WatTtE. Some Statistical 
Problems involved in Types of Farm Income, By Size: N. Korrsxy. 
Sampling Methods in Use in some of the Farm Management Research at 
Cornell : L. C. CUNNINGHAM and 8. W. WaRREN. Sampling Procedures 
used in study of Haymaking Methods: S. A. ENGENE. Economic 
Evaluation of Soil and Water Conservation Measures and Programs : 
M. M. Reean and E. C. Werrzety. Current Issues in Federal Land 
Management in the Western United States: M. M. Ketso. Some Con- 
siderations in Building a Curriculum for Agricultural Economics Majors : 
A. A. Dowetyt. Training Agricultural Economists: K. H. Parsons 
and G.B. Woop. On the Redefinition of Parity Price and Parity Income. 
Developments under the Research and Marketing Act of 1946: E. A. 
Meyer. Federal Projects submitted under the Research and Marketing 
Act of 1946: H. C. TrReEtocan. Marketing Research Contemplated by 
the State Experiment Station under the Research and Marketing Act of 
1946: W. B. Stour. Regional and Interregional Cooperation in Dairy 
Marketing: G. F. Dow. Team Work in Marketing Research: C. W. 
Hauck. Collaboration between Marketing Economists, Engineers, and 
other Specialists : R. W. Horcker. Developments in Poultry Marketing 
Research : H.I. Mrtuer. Research in Grain Marketing: A. L. Larson. 
Carcass Grade and Weight Studies in Marketing Livestock : G. ENGELMAN. 
The Federally Sponsored Credit Services to American Agriculture. 


Foreign Affairs (25th Anniversary Number). 

OctoBER, 1947. On an Anniversary: H. F. A. The Challenge to 
Americans: H. L. Stimson. Britain and the Modern World: 
AntTHony EpEen. Can France again be a Great Power? : A. GéRAUD. 
The Crisis in our Civilization: H.J.Lasxi. Turning Points of the War : 
J. J. McCiroy, W. L. Lancer and W. W. Rrerter. India: Two 
Hundred Years: Tue Eart or Hauirax. Intervention and Inter- 
ventions: S. WELLES. Economic Lessons of Two World Wars: J. H. 
Witurams. The Open Door in China: W. H. Mattory. New Aid 
for New Europe : P. W. BripweEtt and W. Diesoitp. The Present Point 
in History: A. J.ToyNBEE. The European Territorial Settlement : J.C. 
CAMPBELL. 

Industrial and Labor Relations Review. 

Vout. I, No. I, Ocroser, 1947. The University and Labor Education : 
E. E. Wirre. Labor and American Foreign Policy: D. A. Morse. 
Management Efficiency and Collective Bargaining : FLORENCE PETERSON. 
Labor’s Interest: a management view: D.C. Prince. Needed: A 
Cycle Policy: A. H. Hansen. Unions, Government, and Politics: J. 
BarsasH. Measuring the Fatigue Factor: W. GOMBERG. 

Revue D’ Economie Politique. 

May-JuNE, 1947. La querelle des classiques et des modernes : G. LUTFALLA. 
A propos de la ‘‘ théorie générale’’ de Lord Keynes: G. ArRpDANT. De 
Vincidence des doctrines sur la practique comptable: C. PENGLAOU. 
Revenu national: J. Dumontier. Richesse et bien-étre dans l’éco- 
nomique anglo-américaine : J. VALARCHE. 

Revue de Science et de Législation Financiéres. 

APRIL-JUNE, 1947. Quelques aspects de la politique financiére suisse : 

E. Grossmann. Le budget et le financement du plan: Y. MANCEL. 
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De quelques définitions nécessaires : M. CLtusEau. Les parts de fondateur 
et la fiscalité: J. Detrecu. Les finances publiques en 1946-47: J, 
Pryreca et H. Krier. 

JuLy-SEPTEMBER, 1947. L’Impét sur le revenu en Angleterre, depuis diz 
ans: J. Luomme. Note sur l’assainissement monétaire et financier : 
G. U. Pari. Les conventions fiscales franco-américaines de 1939 et de 
1946: M. Curttren. Les réglements internationaux de guerre: P. 
CovutsBois. Budget financier et planisme économique en Angleterre: H. 
LAUFENBURGER. 

Population. 

JULY-SEPTEMBER, 1947. Faits et problémes du jour: A. Sauvy. Les 
conditions d’existence des familles. Les dépenses de 939 familles de 
militaires, en november 1946. La francisation des noms de personnes : 
A.JuretT. Comment déterminer la tendance de la fécondité? : P. Vincent. 
Remarques sur les doctrines de la population depuis deux siécles: J. 
Bourson. Mouvements migratoires d’aprés guerre: J. DovuBtert. 
Résultats d’une enquéte préliminaire sur Vavortement dans la région 
parisienne: J. Sutter. Politique sociale et démographique en Suisse : 
A. MIcHorT. 

Documentation Economique. 

Vou. VI, No. 20. This quarterly publication again provides an analysis 
of the articles that have appeared in the principal economic reviews, 
classified under subjects. 


Bulletin de l'Institut de Recherches Economiques et Sociales. 
SEPTEMBER, 1947. Etudes sur la construction des routes en Belgique : 
L. Genicot. Prix et disparités de pouvoir d’achat. L’évolution de la 
Belgique de 1919 & 1939 comparée @ celle des pays voisins et spécialement 
de la Hollande : P. VAN DER PLANCKE. 


Kyklos. 

Vou. I, Part 3, 1947. Anachronism of the Liquidity Preference Concept : 
A. Haun. La Politique de Travail de Colbert: A. Prietrre. Das 
Problem des internationalen monetdren Gleichgewichts und die ‘‘ Regel” 
von Cassel: L. Frprrict. Repressed Inflation: W. Ropxe. Le 
Probleme de la Planification dans une Economie collectiviste : M. ALLAIS. 


Ekonomisk Tidskrift. 

SerreMBER, 1947. The Use of Correlation Analysis in Economic Research : 
J.TinBERGEN. This article, written in English, summarises the methods 
of correlation analysis develo in recent times. It concludes that 
only in rare cases will this kind of analysis be able to contribute directly 
to political decisions. But several examples are given of promising 
work recently done in various countries. Reference is made to Dr. 
Verdoorn’s study suggesting that the shift from variable to fixed costs 
was not very important during the last half century and the researches 
of Dr. Witteveen indicating—in line with the findings of R. L. Hall and 
C. J. Hitch—that producers do not in fact fix prices on the basis of 
marginal costs. Price Theory and the Price Policy of Consumers’ Co- 
operatives : ARNOLD P. AIZSILNIEKS. This is an interesting attempt to 
work out the conditions of equilibrium for co-operative societies selling 
in retail markets under different sets of assumptions. To achieve their 
end, the elimination of profit, the early societies fixed selling prices so 
that they would exactly cover the cost of obtaining the goods plus other 
expenses. However, the pioneers found that this would not work: 
they could not function without reserves, and it was impossible in 
advance to fix prices that would be sure to cover all costs. Hence the 
device of charging a temporary or day’s price and then, in the light of the 
quarterly or annual audit, paying to members a rebate or “ dividend ”. 
Thus a consumer’s co-operative practises price discrimination—the 
day’s price to non-members and the net price (day’s price minus dividend) 
to members. The analysis in this artcle abstracts fom discrimination, 

i.e., it is assumed that the day’s price is the same as the net price. Price 
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licy is examined under three alternative assumptions relating to 
sellers, (a) free competition, (6) monopoly, (c) oligopoly. Under (a) the 
co-operative society’s output will be determined by the intersection of 
its average cost curve with the horizontal average receipts curve; whereas 
a private firm with the same cost curve will sell a smaller output de- 
termined by the intersection of its marginal cost curve with the demand 
curve. By hypothesis the co-operatives cannot reduce net price for their 
members ; in fact the objective which is the raison d’étre of co-operative 
societies is automatically fulfilled by.the existence of free competition. 
Given monopoly, the co-operative, since it equates average cost to price, 
will sell a larger output at a lower price compared with a private 
monopolist. The less elastic the demand, the greater the gain to the 
customers of the co-operative society, and alternatively, the greater the 
profit of the private monopolist. Under oligopoly, where the co- 
operative is in the field and a private firm cuts in, it is argued that a 
stable equilibrium can be reached at the price corresponding to the 
private firm’s optimum position. This is a somewhat paradoxical 
conclusion, for it brings the co-operative to the same situation as was 
found under free competition—it cannot give its customers that little 
extra. Structural Changes in Swedish Agriculture : YNGVE BERGGREN. 
This study illustrates and explains the diminution in the number of small 
farms during the last decade and a half. One of the reasons is the 
drift of young people from agriculture—a decline of 16% in the age 
group 15-30 during the thirties. It is estimated that, given the same 
relative net outflow as in 1931-40, the male age group 15-30 of the total 
agricultural population (excluding Dalarna and Norrland) will be reduced 
by 44% between 1940 and 1960. 


De Economist. 


SEPTEMBER, 1947. Loonshoogte en werkgelegenheid: P. J. VERDOORN. 


Largely concerned with ‘‘ Econometry as an economic heuristic ”’. 
The writer refers to the views of Keesing, and claims that econometry 
has greater services to render. It is in a position to make suggestions 
with regard to theory. It points the way, and provides the economist 
with a kind of compass. But it cannot give a proof. The nature of 
econometric models is explained. The article proceeds to consider Dr. 
Witteveen’s discussion of the relation between ‘“‘ work-opportunity ”’ 
and wages. Bankwezen en bankwetgeving in Zuid-Afrika : -— F 
WisnHoLps. On the occasion of the first report of the Registrar of 
Banks in South Africa, the writer gives a summary of, and comment 
on, the Report and the Act of 1942 (coming into operation, Ist July, 
1943) which governs the Banking system in the Union. The Act con- 
templated four kinds of institutions, and in all there were forty-seven 
registrations, but these disclose a strong measure of concentration. 
The Act of 1942 is primarily designed as a protection for savers and 
depositors: it aims at a qualitative and not a quantitative control of 
credit. The control is exercised by an official; the central bank plays 
no part in the matter. The measures designed for protection are 
enumerated and discussed. ‘‘ Undesirable practices”’ are specified 
in greater detail than in legislation elsewhere. 


OcroBEeR, 1947. Welvaartsopvattingen in hun verband met de taak van de 


economist: H. W. LamBers. An inaugural address devoted to the 
concept of “‘ welfare’’: ‘‘ Money’ and ‘‘ Goods” yield an objective 
standard; “‘ satisfaction of wants” gives a subjective standard. The 
discussion cites critically the views of Adam Smith, John Stuart Mill, 
Carlyle and Ruskin, etc. Special consideration is given to the place of 
J. B. Clark and Pigou, as well as to the discussion in The Economic 
Journal in 1938-39. In conclusion, in the light of the present position 
of the science, there are three tasks for trained economists : (i) they must 
further develop the general abstract part of economics, and the number 
of tools available for further work; (ii) they must through factual 
analysis increase the knowledge of the effect of social institutions ; 
(iii) they must pass judgment on measures of economic politics. De 
No. 229—voL. LVI. L 
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liquidatie van het Duitse vermogen in Nederland: J. P. Barta. The 
confiscation of enemy property is a new problem for Holland. The 
position rests on the Royal Decree (of the London government) of 20th 
October, 1944, and the Paris agreement of 21st December, 1945. The 
twofold aim is: (i) to meet the war-demands of Holland; and (ii) to 
remove German influence. The definition of “‘enemy property ”’ is 
wider than elsewhere, e.g., as interpreted in England or the U.S.A, 
Special problems arise under the “‘ No-enemy ”’ declaration, e.g., in the 
case of Austrians, German Jews, refugees from the Nazi regime, ete. 
The various types of German possessions in Holland and the difficulties 
arising in their liquidation are indicated. Particular attention is devoted 
to the “liquidation ’”’ of German enterprises in Holland. German 
penetration of Holland had gone far before the war. There were many 
ways in which German influence was exercised, from the ‘‘ Tochter- 
gesellschaft ’’> downwards; and many difficulties arise, as German 
influence, even when it exists, may not be apparent. The author 
raises a doubt as to whether Holland with her own resources may not be 
in a position to run these enterprises and make them prosperous. He 
makes a gudrded plea for a restoration of links with Germany, but as 
equal partners. The link with Germany is inevitable and necessary, 
but Holland should not be in a subordinate position. Overzicht van de 
huidige Engelse structuurpolitiek: F. Hartoc. “ Structuurpolitiek ” 
is defined as the “ long-run aspect of economic politics ’’. Great Britain 
is in a period of structural revolution. The most significant problems 
are enumerated as: (i) technical backwardness in certain industries; 
(ii) shortness of man-power; (iii) influence of trade-unions; (iv) re- 
orientation with regard to foreign countries. The writer gives a com- 
prehensive and detailed survey of the economic position and problems 
of Great Britain. 
NOVEMBER, 1947. De huidige stand der conjunctuur-theorie: H. J. 
WitTEVEEN. ‘‘ Conjuncture-theory ’’ has tended to fall into the back- 
ground during the discussion on full employment; but in fact a “ full- 
employment policy’? must always be fitted into the conjunctural 
constellation of a given moment. There is still a difference of view 
between the over-investment and the under-consumption theories: the 
two views further lead to differences in the policy recommended. On the 
over-investment theory, we should combat the rise; on the under- 
consumption theory, we should fight against the depression. At the 
turning point, one theory suggests that more should be saved; the other 
that more should be consumed. In the main the article is an examina- 
tion (i) of the under-consumption theories ; and (ii) of the over-investment 
theories, to ascertain how far they may be reconciled. The conclusion 
is that unity of vision begins to be perceptible, and that a goal in the 
development of pure theory is in sight. It is suggested that the next 
phase will be found in the. pioneer work of Tinbergen in seeking for a 
statistical verification of ‘‘Conjunctuur-theory”’. Werkgelegenheids- 
politiek en internationale handel : P. HenNrpMAN. In recent years there 
has been an increasing belief that the problem of full employment is 
soluble; and governments have accepted responsibility in the matter. 
That the problem has international aspects has also been realised. If 
each country seeks to solve its own problem, it may do so by means which 
make more difficult the attainment of full employment elsewhere. The 
problem discussed is the relation of full employment and economic 
internationalism. It is suggested that (i) the advantages of international 
division of labour are less than formerly; (ii) that even if there may be 
opposition between a ame of full employment and economic inter- 
nationalism, it is possible that full employment may not be an end to 
which preference should be given regardless of all other considerations ; 
(iii) policies of increased state control tend to increase barriers to foreign 
trade; (iv) the method of effecting control of foreign trade has changed : 
the significance of import duties has receded. The writer considers 
the two extreme views: (i) the optimistic view that full employment 
and economic internationalism go together : this view is reflected in the 
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American “‘ Proposals ’’; (ii) the pessimistic view that sees an insuperable 
obstacle between the attainment of full employment and economic 
internationalism, based ultimately on the view that foreign trade 
introduces an element of instability. It is argued that the two ends can 
be combined, if certain conditions are realised ; in particular, the countries 
affected should have no difficulties with regard to balance of payments. 
Full employment must be attained by methods which do not make full 
employment more difficult elsewhere; there must be co-ordination of 
policy in different countries. De Benelux en de landbouw: H. J. 
FrieteMA. The Customs Agreement of September, 1944, recently 
confirmed, between Belgium, the Netherlands and Luxemburg is re- 
garded as a first step towards complete co-operation. It implies a 
common fiscal price, monetary and credit policy; but also a common 
agrarian policy. The article discusses the effects which may be expected 
on the agriculture of the countries affected from a policy of economic 
unification. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik. 


OctroBER, 1947. Lohntheorie und Lohnpolitik: A. AmMonn. Kollektive 
und kollektivvertragliche Lohnbildung : V. F. WaGNER. Lohn Erndhrung, 
Leistung: A. June. Interdépendance des prix et dea salaires: R. 
PaHUD. : 


Giornale degli Economisti. 


Marcu—Aprit, 1947. Introduzione alla sociologia : F. Burzio. Sociology 
is defended against Croce’s strictures on the arbitrariness of empirical 
science in the human sphere, and its raison d’étre found in the 
‘“mechanicalness”’ of parts of human activity in groups. This 
“‘ mechanicalness,”’ or ability, up to a certain point, to predict what will 
happen in society if certain things are done (such as making patriotic 
speeches) may rest both on logical reasoning and volition by the members 
of the society and on less conscious responses such as habits. The 
author’s view that the Crocian distinction between ‘ philosophy ” and 
“science ’’ is not absolute is hinted at. La teoria pura del capitale 
e la politica bancaria: A. Gamprno. A critical summary of Hayek’s 
“Pure Theory of Capital’’. L’obiezione di B. Croce alla legge marxista 
della caduta tendenziale del saggio di profitto : G. MoRPURGO-TAGLIABUE. 
A clarification of the positions of Croce and Marx on the Falling Tendency 
of the Rate of Profit with references to Italian discussion from Arturo 
Labriola to Battara and Graziadei. Croce held that Marx had misused 
his comparative historical method in failing to take account of the fall in 
value of capital goods as their number increases, but Croce in dealing 
with production as a whole eliminates the distinction between constant 
and variable capital essential to Marx’s thought. The key to under- 
standing the problem, and much else in “‘ Capital,’ is that Marx trans- 
ferred results obtained by studying single enterprises to all enterprises 
taken together, without Croce’s process of abstraction. J prezzi e 1 costi 
nella provvista di beni strumentali : M.DE Luca. Variabilita e “* campo” 
di variabilita del flusso d’uso dei beni: C. La Votre. A study, both in 
graphic and mathematical terms, of the ‘“‘ field ’’ of variability in the use 
of a good over time with some propositions about the way in which 
different intensities of use can follow each other within this field. La 
spesa pubblica e le entrate dello Stato: F. Gartno Canina. It is not 
possible to allow each industry, necessary or luxury, to bear the costs 
of its own reconstruction since the unequal distribution of incomes 
would lead to a disproportionate expansion of luxuries. The method 
adopted in many countries has been for the state to keep down prices of 
necessaries by control, and see to it that they do not have to bear all the 
cost of their own re-equipment. Perhaps a simpler and more effective 
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method would be to allow each industry to finance its own re-equipment, 
but to “‘ discriminate ”’ in the market for comforts and luxuries in favour 
of the lower income groups. Nuovi accenti sociologici : G. D. 
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Rivista di Economia Agraria. 

SEPTEMBER, 1947. Il reparto dei prodotti e delle spese nella mezzadria: 
A. Serpreri. Risultati ed insegnamenti di un primo esperimento di 
ammasso per contingente: D. Perini. Il problema contabile per la de. 
terminazione dell’utile di stalla: C. VANZETTI. 


Review of the Economic Conditions in Italy (Banco di Roma). 
SEPTEMBER, 1947. The World Bank and the Needs of Italy : C. Bresctant. 


TURRONI. 
LD’ Industria. 

No. 2, 1947. Le conseguenze industriali della scarsita di carbone: G. 
DeMaria. Risultati d’una inchiesta ufficiale sui problemi industriali 
italiani: G. Srammati. Nuovi metodi statistict per lo studio delle 
produziont industriali: F. Brampitya. La “Via alla serviti” di 
fF. A. v. Hayek: F. pt Fenizio. 

No. 3, 1947. L’inflazione repressa : malattia economica dei nostri giorni : 
G. R6pxe. L’accantonamento del potere d’acquisto, in una poco nota 
operetta keynesiana: F. pi Fenizio. Le impresse industriali e Vimposta 
straordinaria sul patrimonio: C. Cosciant. Riflessioni sulla politica 
del’ A.R.A.R.: L. LENTIL 

No. 4, 1947. La Montecatini e la ripresa dell’industria chimica nazionale : 
C. Farina. Ammaestramenti del marasma economico tedesco : W. ROPEKE. 
Aspetti della politica valutaria italiana: G. Cari. La previdenza 
sociale e la sua riforma : C. VANNUTELLI. 


Italian Economic Survey. 

JUNE-JULY, 1947. The Labour Market. 

AvuGUST-SEPTEMBER, 1947. The International Organisation of Foreign Trade. 

OcroBER, 1947. The Franco-Italian Customs Union. 

NovEMBER—DECEMBER, 1947. Money and Credit. The Italian Economic 
and Financial Situation. 

Moneda y Crédito. 

JUNE, 1947. La funcién de la pequetia y de la mediana empresa en la 
economia nacional: W. ROPKE. Posibilidades de la produccién hullera 
en la Europa occidental: A. Luctovittecas. La situacién monetaria 
y del crédito en Francia: A.V. Parvo. ‘“ La meta de dos revoluciones” : 
Sugerencias del libro del Sr. Larraz : V. A. ALVAREZ. 


El Trimestre Ecénomico. 

OcToBER-DECEMBER, 1947. La delatacién social del estado en América 
Latina: A. Garcia. Fundamentos de las valuaciones de la riqueza 
nacional: C. Grint. Concentracién y desarrollo urbano en América 
— : Awa Casts y K. Davis. Gustavo Cassel (1866-1945): B. 

OLL. 
Boletin de Estudios Econémicos (Bilbao). 

JANUARY, 1947. José Marta Tallada: J. L. pE Arerrio. Desarticu- 
lacién de Precios: J. L. Fz. pE AGurmRE. Funcién de Demanda para 
variaciones Discontinuas: E. Cuac6n. Analisis de los Fendmenos 
Monetarios en Espatia: F.Satcepo. Mariana Tratadista de Hacienda : 
C. SA1z. Repercusiones Econdémicas de la Reforma Tributaria: J. L. 
SERRANO. Ampliaciones de Capital y Cotizacién de Acciones: J. L. DE 
Urquiso. 

May, 1947. Bajo Rendimiento de la Produccién: J. L. Fz. DE AGUIRRE. 
La Nacionalizacién desde el Punto de Vista Econémico: A. MANTILLA. 
Los Bancos Centrales y la Moderna Politica de Credito: J. R. VECINO. 
La Discriminacién de Precios: J. L. SERRANO. Coordinacién entre la 
Publicidad y la Venta: A. Riviere. Notas Financieras : J. L. URQUIJO. 


Skandinaviska Banken Aktiebolag. 

OcToBER, 1947. Great Britain as Creditor and Debtor: P. JACOBSSON. 
Swedish Interest Rate Policy. An Export Branch not Statistically Ac- 
counted for: M. T. LinpHAGEN. The Economic Situation during the 
Third Quarter of 1947. 








1948] RECENT PERIODICALS AND NEW BOOKS 149 





JanuaRy, 1948. The Importance of Having a Sound Currency: PER 
; Jacossson. Are We Living in a Class Community?: U. Herz. 
o di Sweden’s Foreign Trade Crisis: B. SeNNEBY. The Economic Situation 
a de- during the Fourth Quarter of 1947. 


Index. 
No. 173. SEPTEMBER, 1947. Economic Survey. July-September, 1947. 
amt. No. 174. DECEMBER, 1947. Economic Survey, October-November, 1947. 


Dkonomi Og Politik. 

G. JANUARY-MARCH, 1947. ‘“‘ De forenede Nationer” 1, 1946. Sveriges 
riali Handelspolitik efter Krigen: Fredstraktaterne med Tysklands mindre 
delle Forbundsfeller. Sukkerproduktionen under og efter Krigen. Den 

di skonomiske Udvikling «+ Danmark. Den internationale ekonomiske 
Situation. Institutet for Historie og Samfundsekonomi i 1946. Politisk 
ni: Kronik. 
rota Mirovoe Khoziaistro i Mirovaia Politika (Moscow). 
osta No. 3, 1947. Democracy of a New Type: E. Varca. Foreign Policy of 
tica the U.S.A. and the Labour Movement: P. Portax. The Industrial 
Potential of Hitlerite Germany : I. Farncar. Some Questions Concerning 
le : the Reproduction of the Population in Foreign Countries : B. SMULEVICH. 
KE. The Agrarian Question in Germany: A. PETRUSHOV. Swedish Mono- 
na polies during and after the War: Y. Sraat. On Anglo-American 
Reparations from Germany: G. GrertsovicH. Portugal: O. ARTUROV. 
The English ** Economist ’’ on Stalin’s New Five-Year Plan : E. GRANOvV- 
SKY. 
| No. 4,1947. The Foreign Policy of U.S.A.at the Present Time: I. Lemin. 
de. Nationalisation of Industry after the War: L. Eventov. The Réle of 
. Monopolies in the Economic Expansion of American Imperialism: S. 
ane Vyicopsky. The Split in the Italian Socialist Party: S. SLoBopsKot. 

The Agrarian Question. and Agrarian Reform in Bulgaria : K. Dimitrov. 

The Economic Position of Present-day Austria: G. RUBINSTEIN. 

Problems of Full Employment in Contemporaneous English Economic 

Iiterature ; I. Buromin. 

No. 5, 1947. Economic Problems of Germany at the Moscow Session of the 
Council of Foreign Ministers: S. VisHnev and I. Fatnear. Political 
Problems of Germany at the Moscow Session of the Council of Foreign 
Ministers: D. Mertnixov. Post-War Austria: A. Sotopov. The 
Economic Development of Colonies during the Years of the Second World 
War: V. Vasttieva. Finance-Capital and Financial Oligarchy in 
US.A.: S. Lear. Industrial Reconversion in U.S.A. after the War: 
N. Mnocotet. Poland’s Three-Year Plan of Economic Reconstruction : 
M. Dusrovsky. Financial Problems of Western Germany : R. ZHUKOV- 
SKAIA. Canadian Agriculture after the War: B. Kocan. Supplement : 
Post-War Contradictions of Capitalist Economy : L. A. MENDELSON. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung. 

08 — JAHRGANG, Heft 7-9, 1946. Reports on Economic Conditions in ° 

: ustria. 

Js 3. SonDERHEFT. Der Wiener Wohnungsbedarf und die Wohnbaufinanzie- 

E rung: H. SEIDEL. 

XIX. Janreanea, Heft 10-12, 1946. Die wirtschaftliche Lage Osterreichs 

i im vierten Quartal 1946. Die gegenwartige Lage in der Energieversorgung. 

. Die wirtschaftliche Entwicklung der Tschechoslowakei seit der Befreiung. 

. XX. Jaurcane, Heft 7, 1947. Reports on Economic Conditions in 

1 Austria. 

. XX. Janrcanc, Heft 8, 1947. Reports on Economic Conditions in 
Austria. 

XX. Jaurcana, Heft 9, 1947. Reports on Economic Conditions in 
Austria. 







































8&3 = 


~ase 


Europa-Archiv. 


Octoper, 1947. one Verhandlungen zum Marshall Plan. 
Der Schluseberiche der riser Konferenz fiir europdische Wirtschafts- 
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planung. Die Verbrauchsgiiterwirtschaft in der Sowjet-Union unter dem 
neuen Fiinfjahresplan. Die Informationskonferenz von Warschau 
September 1947. Die jugoslawisch-tschechoslowakischen Beziehungen, 
Dre Geschichte des britischen Rundfunks. Die Entwicklung und gegen. 
wartige Struktur der britischen Presse. 

DECEMBER, 1947. Zur vélkerrechtlichen Lage Deutschlands : E. Menzezt, 
Das System der Provisorien; III: A. KOHN-BRANDENBURG. Die 
wirtschaftliche Entwicklung in der sowjetischen Zone seit Potsdam: Die 
Verbrauchsgiiterwirtschaft in der Sowjetzone unter dem neuen Fiinfjahres. 
plan. 

National Economy (Sofia). 

No. 5-6, Marcn—Aprit, 1947. The Importance of the Economic Chambers : 
V. Korarov. The Two-year State People’s Economic Plan and the 
Economic Chambers: N. Kanprev. The Food Problem of the World: 
I. Patazov. Labour Norms: S. Baxatov. The Relations of Capital 
in Industry: A. Kemitev. The Development and Tendency of Handi. 
crafts: N.Gacov. The Effect of the Canning Industry on the Bulgarian 
Economy: T. Buiznaxov. The International Chamber of Commerce : 
N. Karatvanov. The Fourth Five-year Economic Plan of U.S.S.R. 
The Agreement of Bretton Woods. Austrian National Economy during 
1946. The World Conference in Geneva. 

No. 7, May—JuneE, 1947. Debt Problems of Bulgaria: St. CHowaKkov, 
Bulgarian Policy of Freight Rates and Fares on the Danube : B. Stoyanov. 
National Income and Economic Planning: A. Kemitev. Income 
Problems: N. Konpov. Public Insurance in the Soviet State. The 
Paris Agreement on German Reparations. World Market Difficulties for 
Raw Materials. 

No. 8, SEPTEMBER—OCTOBER, 1947. Private Compensations Examined 
from a Foreign Currency and Economic Point of View: A. KEMILEv. 
Our Forests as a Source of Forage : I. Mtuattov. Half a Year of Planned 
Bulgarian National Economy: P. SHapKarev. The Congress and 
Decisions of the International Chamber of Commerce at Montreux. 


Magyar Statisztikai Szemle (Revue Hongroise de Statistique). 

Juty—Avuecust, 1947. La récolte et la consommation de la Hongrie en 
produits agricoles dans le passé_et le proche avenir, eu egard a la variation 
du standard d’existence: A. U. Naay. La statistique des comptabilités 
agricoles au service de la politique des prix et du crédit: A. Kuuin. 
L’industrie manufacturiére de Hongrie en 1946 et dans la premiére moitié 
de 1947: Z. Szatay. L’importance économique de la culture, de 
Vexportation et de l'utilisation des plantes médicinales. Les produits des 
impéts directs et des impéts sur le chiffre d'affaires: J. SzOnyt. Les 
indices du cotit de la vie dans quelges villes de province: L. CZINTULA. 
Eloge de Béla Féldes, Frédéric Fellner et Béla Kenéz : D. Laxy. 


Ekonomista. 

Vou. I, 1947. Zakres i metoda ekonomii (Scope and Methods of Economics) : 
O. Lance. O uprzemyslowieniu krajéw ubogich (On the Industrialisation 
of Backward Areas): P. RosENSTEIN-Ropan. Zysk konkurencyjny 
(Competitive Profits): J. ZacOrski. Wytyczne dia polityki handlu 
zagranicznego (Objectives for Foreign Trade Policy) : Z. J. WyROZEMBSKI. 
Metody finansowania wydatkéw nadzwycajnych (Financing of Extra- 
ordinary Fiscal Expenditures) : K. SECOMSKI. 





NEW BOOKS. 


British. 
Acapemicus. The Budget and After. Bombay: Hind Kitabs, 
1947. 7”. Pp. lll. Rs. 3. 


[A vigorous analysis and criticism of the Indian Interim Government’s first (and 
last) budget. The budget is criticised for not grappling sufficiently strenuously 
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with the problems of inflation. On the other hand it is praised for ‘‘ bringing to 
book the large incomes and ill-gotten gains of the hectic war years.” The author’s 
real fear was that the unanimity with which India had fought for self-government 
would be followed by a clash between Indian ‘‘ big business ’’ and ‘‘ the sons of 
toil and poverty ** and that resistance to the anti-inflationary measures of ‘‘ big 
business ’’ might be the signal for mustering into these two camps. Events have 
turned out, momentarily at least, far otherwise.] 


ALEXANDER (R. J.). Labour Movements in Latin America. 
London: Fabian Publications and Victor Gollancz, 1947. 8}. Pp. 
24. Is. 6d. 


[This short study of the labour movements in Latin America discusses foreign 
influences upon them, political forces, continental federations and labour codes. 
Though the ccuntries which go to make up Latin America have very varying 
characteristics ‘‘the progression from mutual benefit societies and anarcho- 
syndicalist societies of resistance, to a more or less organised and stable labour 
movement is a pattern which one can find in most of these nations.’”’ Other 
similarities are their strong political flavour and their rapid growth during the 
last ten years.] 


Annual Market Review, 1944-45. Bombay: Premchand Roy- 
chand and Sons, 1947. 94. Pp. 82. 

(This survey of Indian financial and monetary problems includes summaries 
of the General Budget, the Railway Budget, and the Bombay Budget, as well as 
records of the course of prices of shares, of the gold and silver and exchange 
markets. Statistical tables give the highest and lowest quotations of shares of 
cotton and jute mills as well as the main Government of India securities and other 
financial indicators. ] 


BatocH (T.). Studies in Financial Organisation. National 
Institute of Economic and Social Research, Economic and Social 
Studies, VI. Cambridge: University Press, 1947. 8}. Pp. xiii + 
319. 21s. 

[To be reviewed.] 


Brrniz (A.). A New Liberalism for the New Age. London and 
Edinburgh : William Hodge, 1947. 8}. Pp. 16. Ils. 

{Mr. Birnie, Lecturer in Economic History at Edinburgh University, argues 
that “‘ the institution which we call the State has slipped the leash and is running 
amuck.’’} 


Biack (Exuinor I.) and Reap (Doris B.). Old People’s Welfare 
on Merseyside. Liverpool: University Press, 1947. 8}'’. Pp. vi + 
110. 2s. 6d. 

(This study was undertaken at the request of the Nuffield Foundation Survey 
Committee on the problems of Ageing and the Care of Old People. It proved too 
voluminous to be included in the Report and has now been separately published 
in the series of the Social Survey of Merseyside. The report stresses the multi- 
plicity of present methods of provision for the old, its uneven distribution, its 
inadequacy in important respects, and its failure to reach many cases of need. 
The most urgent necessity is for increased accommodation of certain types. 
While progress has been made much still remains to be done.] 


Bowen (I.). Britain’s Industrial Survival. London: Faber and 
Faber, 1947. 84’. Pp. 204. 12s. 6d. 
[To be reviewed.] : 


Bray (F. SEweELL) and SHeassy (H. B.). Company Accounts 
under the Companies Act 1947. London: Society of Incorporated 
Accountants, 1947. 11”. Pp. 31. 2s. 

(Mr. Sewell Bray and Mr. Sheasby have prepared for the Incorporated 
Accountants’ Research Committee a model of a company balance sheet and 
profit and loss account, or income and expenditure account, to meet the require- 
ment of the Companies Act, 1947; there is also a consolidated balance sheet and 
profit and loss account of a holding company and subsidiary companies. } 
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Britain’s Plan for Prosperity. London: Communist Party, 1947, 
Pp. 112. 2s. 


[To be reviewed.] 


Central Mortgage and Housing Corporation, Economic Research 
Division. Housing in Canada. A Factual Summary, July, 1947, 
Ottawa: Central Mortgage and Housing Corporation, 1947. 9}. 
Pp. 70. 

P this survey is now issued quarterly. The current issue shows completions 
slightly higher in the first six months of 1947 than for the same period of 1946, 
but new starts considerably lower.] 


Costa (E. pA). Indian Industry To-day and To-morrow. Cal- 
cutta and London: Longmans, Green, 1947. 7’’. Pp. 166. 4s. 6d, 


[This small book covers a rather wider field than its title might suggest. It 
deals with the future development of the Indian economy, mainly on the industrial 
side, with the planning of industry in the forefront. It discusses the available 
resources, the possible targets, the likely limiting factors, the right locations and 
scales of new projects, and the methods of planning, control and licensing that 
would be appropriate in the conditions of India.] 


Extsas (M. J.). Housing and the Family. London: Meridian 
Books, 1947. 7”. Pp. 136. 8s. 6d. 
[To be reviewed.] 


FranKEL (S.H.). Whither South Africa? An economic approach. 
Oxford: Basil Blackwell, 1947. 94’. Pp. 14. 9d. 


[In this short paper, read to a joint meeting of the Royal Society of Arts and 
the Royal African Society, Prof. Frankel describes the economic growth of the 
Union of South Africa, its great opportunities and dangers and the challenge 
which its problems presont to all classes and sections in the Union. He sees 
dangers in the lack of integrated and mobile economy, with non-competing 
groups stratified horizontally; in the multi-racial system; in a slowing down of 
progress because of the lack of a satisfactory institutional basis. He demands 
an objective, independent, expert inquiry into these and kindred problems and 
the practical measures to secure that the progress of some sections of the com- 
munity shall not be at the expense of others.] 


Hauirax (THE Earut or). Anglo-American Relations. Leeds: 
The University, 1947. 84’. Pp. 12. 6d. 


[This is a publication of Lord Halifax’s Montague Burton Lecture on Inter- 
national Relations, delivered in the University of Leeds on 20th February, 
1947. He pleads for Anglo-American friendship as a basis of world peace and 
claims that the United Nations “‘ is unlikely to reach its full stature and power 
unless it may be, as it were, buttressed and reinforced by willing co-operation and 
friendship of this kind among its members.”’] 


HEINEMANN (Marcot). Wages Front. London: Lawrence and 
Wishart, 1947. 84’. Pp. xi-+ 256. Cheap edition, 6s. Library 
edition, 21s. 

[To be reviewed.] 


The Institute of Chartered Accountants in England and Wales. 
Developments in Cost Accounting. London: GeeandCo., 1947. 8}”. 
Pp. 52. 8s. 6d. 


{This is a report, submitted unanimously by a small Cost Accounting Sub- 
Committee of the Taxation and Financial Relations Committee of the Institute 
of Chartered Accountants. Its terms of reference required it to consider, inter 
alia, the possibility of introducing greater uniformity in costing methods. The 
very interesting conclusions are too complex to be summarised in a brief note. 
Points which are of particular interest to economists include emphasis on the 
importance of distinguishing fixed from variable costs, at every stage of cost 
analysis, the importance of a system which enables actual expense to be compared 
with pre-determined standards, and the importance of integrating cost records 
and financial accounting records.] 
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Josnt (T. M.). Bombay Finance (1921-1946). Poona: Gokhale 
Institute of Politics and Economics, 1947. 8}’. Pp. 217. 15s. 

[This monograph in the Series published by the Gokhale Institute deals in 
Part I with the financial structure of Bombay Province, discussing financial 
relations, first as they were in the earlier years and then as modified by the New 
Constitution, and covering such problems as loans and cash balances, the structure 
of the revenue system and the system of public expenditure. Part II deals with 
the history of Bombay finances during the twenty-five year period, and covers 
the particular problems of the years of retrenchment, the developmental expendi- 
ture under the Reforms, the separation of Sind, the changes brought about by 
Provincial Autonomy, and y the problems first of war finance and then of 
reconstruction. ]} 


Kann (A. E.). Great Britain in the World Economy. London: 
Isaac Pitman, 1946. 9’. Pp. xvii + 314. 15s. 

[To be reviewed.] 

LasswELt (H. D.). The Analysis of Political Behaviour. An 
empirical approach. London: Kegan Paul, Trench, Trubner, 1948. 
83". Pp. vili+ 314. 21s. 

[To be reviewed.] 

MatyHotra (P. C.). Stabilisation of Agricultural Prices in India. 
Delhi: S. Chand, 1947. 9’. Pp. 69. Rs. 2.8. 

(Mr. Malhotra, who is Head of the Department of Economics in D. A. V. 
College, Lahore, surveys the methods used in different countries for stabilisation 
of agricultural prices and incomes and considers their applicability to Indian 
conditions. He is himself wholly convinced of the necessity and argues that the 
need is independent of any use of more general methods of stabilisation through 
currency and credit control.) 

Moore (W. G.). The World’s Wealth. Harmondsworth : 
Penguin Books, 1947. 7’’. Pp. 255. ls. 

[This spritely Pelican does not fit into any of the familiar categories. In 
content it is best described as an economic geography which (unlike its com- 
panions) has managed to be stimulating, readable and pointed. In a series of 
chapters under such titles as ‘‘ The Granaries of Mankind,” ‘‘ Sugar and Spice,” 
“King Cotton,’ ‘‘ Wealth from Trees,’ it deals with the great staple inter- 
national trades in commodities. Other chapters deal with “‘ The Workshops of 
the World,” “‘ Highways of Exchange,” ‘‘ Storehouses of Power” (coal, oil, 
water). Journalism and journalese perhaps; but a very good book to put into 
the hands of an undergraduate beginning or about to begin economics. It will 
give him just the background of real things that is wanted.] 


Murangan (S. K.). Economics of the Cabinet Delegation’s 
Proposals. Bombay: Hind Kitabs, 1947. 7}. Pp. 45. As. 12. 


[It seems now a far cry from the proposals of Sir Stafford Cripps and his 
Cabinet colleagues for the future government of India. Dr. Muranjan’s pamphlet, 
written in the summer of 1946, has reached a second edition. It is largely con- 
cerned with the economic viability of the possible groups of provinces and states 
which might have been expected to emerge. ] 


Political and Economic Planning. The British Fuel and Power 
Industries. London: P.E.P., 1947. 94’. Pp. xi + 406. 30s. 
[To be reviewed.] 


Ray (Parmmatkumar). Agricultural Economics of Bengal. 
Part I. University of Calcutta, 1947. 8}. Pp. 235. 12s. 


[This book was written almost entirely during periods of detention of the 
author, when he was an “ internee ” in some of the backward villages of Bengal. 
It represents the first part of a longer study; this part covers the physical charac- 
teristics of Bengal, the utilisation of the land, the population and the land system. 
It is a competent and scholarly piece of work, which brings together all the main 
background factors; the implications for agricultural organisation will be 
developed in Part II. The points which most clearly emerge from Prof. Pari- 
malkumar Ray’s study are the rapidity of the silting of the rivers and the very 
great effects on the water-logging and flooding of large areas; even in Bengal 
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only about half the total area of land is cropped and less than another 10% covers 
the current fallows; rice represents nearly three-quarters of the whole cultivation, 
with jute, using a little over 10%, as the next largest ; the population of 60 millions 
has grown from under 35 millions in 1782 and the density has grown from 422 to 
742 per square mile, which compares with 525 for Great Britain and 127 for the 
whole of Europe; population is growing rapidly in the active deltas and very 
slowly in the moribund deltas; the birth-rate is slowly rising and the death-rate 
falling, so that the difference of the two is increasing fairly rapidly. The author 
makes the interesting computation that an Englishman developing greater horse. 
power over a longer life does five times the amount of work of an Indian worker; 
he emphasises the serious results of Indian malnutrition. The author analyses, 
following Baden-Powell’s familiar book and the more recent Land Revenue 
Commission, the effects of the Permanent Settlement, and strongly advocates 
the reform of land tenure.] 

Rebuilding Europe’s Fat Supplies. London: Lever Bros., 1947. 
8’. Pp. 24. 

[This is a reprint in convenient form of the text of a speech delivered by the 
Chairman of Lever Bros. and Unilever at the Annual General Meeting in Sept., 
1947. It sets out Europe’s pre-war sources of supply of fats, the effects of the 
war, the post-war changes, the system of controls and the price levels, the 
attempts to increase supplies and to restore pre-war sources and develop new ones; 
finally it touches on the complications introduced both in current payments for 
supplies and in prospects of capital development by Europe’s balance of payments 
problems. The broad conclusions are that there is a world shortage of a little 
under 4 million tons of oils and fats, equivalent to about 20 per cent. of the pre- 
war supplies; while W. Europe can do something to increase home production, 
we need a full restoration of the overseas supplies also, as well as such new sources 
as are supplied by the African ground-nut ie ; whaling should for the moment 
cease to be limited; as much substitution of mineral oils as possible should be 
made; finally W. Europe must be treated as a unit for the purpose of planning 
supplies and utilising productive capacity.] 


ROBINSON (JOAN). Essays in the Theory of Employment. 2nd 
edition. Oxford: Basil Blackwell, 1947. 9’. Pp. vi+ 190. 12s. 6d. 
[There have been only a few minor corrections made in this new edition, the 


publication of which has been taken over from the original publishers by Messrs. 
Blackwell. ] 


Rosson (W. A.). Justice and Administrative Law. A study of 
the British Constitution. 2nd edition. London: Stevens and Sons, 
1947. 84. Pp. xxxii + 554. 25s. 

[To be reviewed.] 

XOTHSCHILD (K. W.). Austria’s Economic Development between 
the Two Wars. London: Frederick Muller, 1947. 74. Pp. vii + 
108. 10s. 6d. 


[A brief and competent short study of Austria’s economic development. Mr. 
Rothschild describes the extraordinary difficulties of Austria’s post-1918 re- 
adjustments, the effects of the world crisis, the gradual building up of a balanced 
natural economy, the stages first of German penetration and then annexation. 
Finally he comes to the outlook for the future. He is optimistic about Austria’s 
capacity to provide a sufficient standard for her people and to secure a balance 
in her trade. His fears are that Austria will lose her democratic independence.] 


SALTER (Str ARTHUR). Personality in Politics. London: Faber 
and Faber, 1947. 8}. Pp. 253. 12s. 6d. 


[To be reviewed. ] 


Science and the Nation. Harmondsworth: Penguin Books, 
1947. 7’. Pp. ix + 249. Is. 

[This Penguin is the joint work of a group of members of the Association of 
Scientific Workers. The first part of the book is devoted to a discussion as to 
how we could best make use of the great advance there has been in the growth of 
scientific knowledge in the last few years: in the key industries of Britain, in the 
health services, in food and consumer goods industries, in building and home 
design and in consumer research. The latter part of the book is devoted to the 
problems of the development of fundamental research. | 
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SHaw (A.G.L.). The Economic Development of Australia. Revised 
edition. London: Longmans, Green, 1946. 7’. Pp. 193. 7s. 6d. 


[This little book is an essay in what one may term “clipped scholarship.” 
That is to say it quotes freely from standard authorities, usually without criticism 
of them, and weaves the extracts together by quantitative data and an occasional 
cheery statement, as when we read in Chapter XX: Conclusion, “if tobacco 
consumption per head remained stationary, at least the ‘ wowser’ could get 
satisfaction from the fact that the average Australian drank only eight instead of 
twelve gallons of beer—less than a quarter of that drunk in the United Kingdom! ”’ 
One would have liked a reference for this computation, especially when one re- 
members the raucous din of the Sydney beer shops towards the evening, when the 
trade wind was blowing up and the inhabitants were sheltering indoors. For the 
first half of the story Mr. Shaw has little new to say, but he gives a coherent 
account of squatting, gold and land reform, and makes Gibbon Wakefield a more 
understandable figure than usual. In the second part (what the author calls 
Part I1I—Commonwealth) there is much new matter, and among other things 
an adequate discussion of the financial policy with which the name of D. G. 
Copland is associated in this country. But the judgments on Australian labour 
policy and state enterprise are very provisional, and one would like the author 
to expand these in a later edition. There are two useful maps, and on pp. 167 and 
189 useful tables of principal events, etc. The general impression which Aus- 
tralian literature leaves on the English reader is insight into the nature of a 
continental as against an island economy. Australians and Americans are in 
this respect similar, not only in their economic outlook, but also in their political 
system of checks and balances. There is of course a major difference, the greater 
political strength of Australian labour, which no doubt is related to the homo- 
geneity of the Australian population, but for all its state enterprise the Australian 
economy is still dominated by the geographical significance of its pastoral economy, 
with its high appeal to spacious enterprise, and the equal significance of its 
mineral economy with its satisfaction of the craving for a lucky strike. The 
gold-digger, indeed, the world over is a cosmopolitan figure, and it is probably 
better for man’s enterprise to be devoted to wild-cat mining scheme than to filling 
up coupons of football pools !] 


The Statistical and Social Inquiry Society of Ireland. Centenary 
Volume, 1847-1947. With a History of the Society by R. D. Collison 
Black. Dublin: Statistical and Social Inquiry Society of Ireland, 
1947. 8”. Pp. viii + 150. 12s. 6d. 

[This Centenary Volume of the Statistical and Social Inquiry Society of 
Ireland gives both a record of the Society and biographies of some of its most 
distinguished members. Among those who are selected for honour in this way 
are Bastable and Cairnes, the two Irish economists with the widest reputation. 
The volume contains a most valuable index covering all contributions to the 
Transactions of the Dublin Statistical Society (1847-54), the Proceedings of the 
Social Inquiry Society of Ireland (1851-55), the Journal of the Dublin Statistical 
Society (1855-63), and the Journal of the Statistical arid Social Inquiry Society of 
Ireland (1864-1947), which had succeeded to the Dublin Statistical Society a 
year or two earlier. All readers of the Economic JouRNAL will wish the Society 
good fortune in its second century.] 


Vakit (C. N.). Our Sterling Balances. Bombay: National 
Information and Publications, 1947. 7’. Pp. 50. Rs. 1.4. 


Prof. Vakil maintains that since India was an unwilling belligerent the United 
Kingdom should repay the sterling debt in full. He proposed that it should 
be done by transfer of capital assets, including all assets in India owned by the 
British government, defence equipment, a share in British shipping and air 
services operating in India, all British commercial investments in India. At 
the same time the United Kingdom should take over responsibility for payments 
in this country of pensions, and of training facilities for Indians. With the 
maintenance of sterling and dollar exchange reserves, this would, in Prof. Vakil’s 
view, go far to meet the debt.] 


Wison (Francesca M.). Aftermath. France, Germany, Austria, 
Yugoslavia, 1945 and 1946. West Drayton: Penguin Books, 1947. 
7”. Pp. 253. Is. 


{A description of the author’s experiences as se sage Welfare Officer in 
UNRRA in France, Germany, Austria and Yugoslavia during 1945 and 1946. 
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The book describes the many and varied types of people she met—highly placed 
officials, Jews from the concentration camps, partisans, children with tuber. 
culosis from many parts of Yugoslavia—and in the records of her conversations 
with them we are given a readable and unbiassed picture of parts of the melting. 
pot which is Europe.] 


Wootr (LronarD). Foreign Policy. The Labour Party’s 
Dilemma. With a critical comment by W. N. Ewer. London: 
Fabian Publications and Victor Gollancz, 1947. 8}. Pp. 34. 2s. 


(This pamphlet was originally designed to clarify the foreign policy of the 
Labour Party : in the event it has but emphasised the several points of view in 
the party. The Fabian International Committee, having found that there were 
many and very varying points of view in the party, asked Mr. Leonard Woolf to 
set out these points of view and then “ to state a policy of his own round which 
agreement, if possible, might be built.”” Though Mr. Woolf set out with fairness 
and clarity the several points of view, his own policy has proved unacceptable to 
many in the Fabian Society, and a critical comment by Mr. W. N. Ewer has been 
included in the pamphlet, as well as a foreword by Mr. Harold Laski. Both Mr. 
Woolf and Mr. Ewer agree that the primary problem in foreign politics which the 
Socialist Government has to face is what policy to adopt in view of the growing hos- 
tility between the U.S.A. and the U.S.S.R.; but while the one advocates a policy 
of complete neutrality, the other feels that “ until we can feel reasonably sure that 
Soviet renunciation of expansion is permanent and not merely tactical and 
momentary, we ought so to shape policy as to make it quite clear that any aggres- 
sion (other than cases with which the Security Council can deal) will encounter 
the united opposition of the British Commonwealth and the United States.” It 
is indeed questionable whether Mr. Woolf’s proposed neutral policy is even 
practicable in this modern world—but to follow it he suggests that we should 
make an all-out effort to transform UNO into an effective instrument of peace 
(in the meantime refraining from bringing before it major disputed questions); 
that we should disentangle ourselves from U.S.A. economic domination; and that 
we should dissociate ourselves from all strategic moves of the U.S.A. and the 
U.S.S.R. Also that we should admit that we can never again take part in a major 
war, as whether we won or lost we should be finished as a nation, and so make no 
preparation of any sort for such a contingency. Mr. Ewer sums up what he 
considers to be their difference of purpose in a final sentence: ‘‘ Is the aim of a 
Socialist foreign policy to be to prevent the outbreak of a new war, or merely to 
try—as I believe impossibly—to ensure that if a new war comes it shall, somehow, 
pass by these islands, and leave us happily at peace in a collapsing world ?”’} 


American. 


BaERWALD (F.). Fundamentals of Labor Economics. New York : 
The Declan X. McMullen Company, 1947. 9”. Pp. xvii + 464. 
$4.00. 


[To be reviewed.] 


Braun (K.). Union-Management Co-operation. Experience in 
the clothing industry. Washington, D.C.: Brookings Institution, 
1947. 9”. Pp. xi +259. $3.00. 

[This monograph studies the development in the American clothing trades of 
collaboration between employers and the unions as representatives of their 
employees, mainly as regards wages, conditions of employment, seasonality of 
employment, improvement of efficiency and welfare. ] 


A Brookings Bulletin. Washington, D.C.: Brookings Institution, 
1947. 8”. Pp. 28. 

[This bulletin deals with Forecasts which Went Wrong, with special reference 
to the gloomy, and subsequently falsified, prognostications of a slump in America. 
It concentrates on the errors of certain national income forecasts. The forecast 
for the fourth quarter of 1945 that is selected for the pillory guessed a national 
income of $165 billions—it was $179 billions; an unemployment of 6-3 millions 
—it was 2 millions; consumer expenditure of $98 billions—it was $112 billions. 
The Bulletin goes on to consider how errors of this magnitude could be made.) 
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CopELAND (M. T.) and Tow.L-(A. R.). The Board of Directors and 
Business Management. Boston: Harvard Business School, 1947. 8’. 
Pp. xii + 202. $3.25. 

[To be reviewed.] 


Duprizz (L. H.). Monetary Reconstruction in Belgium. New 
York: King’s Crown Press (London: Geoffrey Cumberlege), 1947. 
8}. Pp. vi+ 88. 12s. 6d. 

[To be reviewed.] 

Harris (Seymour E.). The National Debt and the New 
Economics. New York and London: McGraw-Hill, 1947. 9”. 
Pp. xix + 286. 21s. 

[To be reviewed. ] 

Harris (SzymMour E.) (Ed.). The New Economics. Keynes’ 
Influence on Theory and Public Policy. New York: Alfred A. Knopf, 
1947. 84”. Pp. xxii + 686+ ix. $4.50. 

[To be reviewed.] 

Hotway (A. H.), and Jameson (DorotHEA). Good Lighting for 
People at Work in Reading Rooms and Offices. Harvard University : 
Division of Research, Graduate School of Business Administration, 
1947. 9”. Pp. iv +43. 75 cents. 

[The Harvard Business School was dissatisfied with the lighting in its own 
libraries and small office rooms. When it sought to discover the information 
necessary for improvement, there appeared to be a gap in the literature of the 
subject, and a special investigation of the lighting of such rooms was made and 
is here published.] 

KimBai (DEXTER S.) and KimBaty (DEexTER S., JR.). Principles 
of Industrial Organisation. 6th edition. New York and London : 
McGraw-Hill Book Company, 1947. 9’. Pp. xix + 531. 22s. 6d. 

[To be reviewed.] 


LanDavER (C.). Theory of National Economic Planning. Revised 
edition. Berkeley and Los Angeles: University of California Press, 
1947. 8}. Pp. viii + 274. $4.00. 


[To be reviewed.] 


Major Problems of United States Foreign Policy, 1947. A study 
guide. Washington, D.C.: The Brookings Institution, 1947. 10}”. 
Pp. xv + 303. $1.50. 

[A mimeographed ‘“‘ study guide ”’ prepared by the entire staff of the Brookings 
Institution’s International Studies Group under Leo Pasvolsky. Its various 
sections, each by an acknowledged expert, deal with the main elements of the 
broad world picture; the position of the U.S. in world affairs; its main issue of 
foreign policy, including peace-making, economic reconstruction, commercial 
policy, political independence, security; finally, some of the special problems are 
developed more fully—Germany, assistance to Europe, China, atomic energy.] 

Memorandum on University Research Programs in the Field of 
Labor, 1947. Washington: Committee on Labor Market Research, 
Social Science Research Council, 1947. 9’. Pp. vi + 42. 

[This pamphlet provides 4 list of research projects in the field of labour and 
the labour market that were in progress in 1947 in a majority of the principal 
American universities.] 

National Debt Series. Our National Debt and the Banks. New 
York : Committee on Public Debt Policy, 1947. 11”. Pp. vi+ 18. 
25 cents. 

[This is No. 2 in the National Debt Series of the Committee on Public Debt 
Policy. This study of Our National Debt and the Banks has been prepared by 
Dr. Roy L. Reierson, Assistant Vice-President of the Bankers Trust Company of 
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New York. It traces the effects of the war on the Commercial Banks. Out of 
a total borrowing of $214 billions, the Federal Reserve Banks bought $22 billions 
and Commercial Banks bought $64 billions. In 1939, government securities 
represented about 40% of the assets of Commercial Banks; at the end of 1945 
about 71%. In the 1920’s the money supply was about 33% of the national 
income; in the late 1930's it was between 45% and 50%; in 1945 it was nearly 
75%. There have been corresponding changes in bank deposits, but by no means 
equivalent increases in capital funds or net profits. Earnings have, however, 
been good and the banking system is strong. The problems that it faces are 
fiscal rather than monetary problems.] 


The Political Problem of Industrial Civilisation. Harvard Uni- 
versity : Graduate School of Business Administration, 1947. 8", 
Pp. 26. 50 cents. 

[These are two lectures given at a Conference on “‘ Human Relations and 
Administration’? at Harvard University. The first was concerned with The 
Modernisation of a Primitive Community, and ranged over the whole world, with 
side glances at Sun Yat Sen, the French Revolution and Polynesia, but with 
Russia, as was inevitable, in the foreground. The second lecture, on Change 
and its Social Consequences, starts with the fall of Rome, glances at the collapse 
of the Carolingian Empire, and then settles down to discussion of Quesnay, the 
failure of the churches to study the changing character of our civilisation, and 
leads up to the emphasising of the need for study of the scientific and technical 
problems of meeting material needs and of effective communication and co- 
operation, and the contributory problems of the systematic ordering of operations.]} 

SHaw (W. H.). Value of Commodity Output since 1869. New 
York: National Bureau of Economic Research, 1947. 94'’. Pp. 
x +310. $4.00. 


[To be reviewed.] 


Sxovup (C.S8.). Principles of National Income Analysis. Boston : 
Houghton Mifflin Company, 1947. 9’. Pp. xiii + 405. $5.00. 
[To be reviewed.] 


Sticter (G. J.). Trends in Output and Employment. New 
York: National Bureau of Economic Research, 1947. 9’. Pp. 
viii + 67. $1.00. 

[To be reviewed.] 


Taxes and the Budget : a program for prosperity in a free economy. 
New York: Research and Policy Committee of the Committee for 
Economic Development, 1947. 11’. Pp. 69. 

[If one may grossly over-simplify the argument of this very interesting paper, 
it suggests fixing and maintaining taxation leveis to bring in a constant pro- 
portion of national income, fixing and maintaining government expenditure at 
@ fairly constant absolute level, and then leaving the surplus in years of over- 
high employment and the deficit in years of low employment to act as an auto- 
matic regulator. ] 

Wavucu (A. E.). Principles of Economics. New York and 
London : McGraw-Hill, 1947. 9’. Pp. ix + 934. 27s. 

[To be reviewed. ] 


French. 


L’Institut de Science Economique Appliquée. Le Revenu 
National: son calcul et sa signification. Paris: Presses Universitaires 
de France, 1947. 9”. Pp. 310. Fr. 360. 

[To be reviewed. ]} 


Dutch. 
Verpoorn (P. J.). Arbeidsduur en Welvaartspeil. Leiden: 


H. E. Stenfert Kroese’s Uitgevers-Mij, 1947. 9’’. Pp. 275. 
[To be reviewed.] 
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Swiss. 


Fizz (R.). Die Verainderungen in der Weltwirtschaftsstruktur und 
das Problem der internationalen Kapitalanlagen. Berne: A. Francke 
A.G. Verlag, 1946. 8’. Pp. 124. Sw. fr. 8.40. 

[This is a well-written little book, but it covers too big a field in a small space 
to go thoroughly into any of the problems discussed, let alone contribute anything 
original. On the whole—that is, with a Swiss element of caution—the author is 
liberal, multilateral and in favour of international agencies. He seems, however, 
on weak ground in arguing (p. 46) that Swiss assets abroad have served a useful 

urpose in strengthening the Swiss position in commercial negotiations. Pre- 
1939 experience was surely all the other way round—with the debtor having the 
whip hand in bargaining. ] 

Kirer (K.). Johann Friedrich Schir und die Entwicklung der 
Betriebswirtschaftslehre. Ziirich: Schulthess, 1946. Pp. 13. Sw. 
fr. 1.20. 

[This is the inaugural lecture of the new Prof. of Business Economics at 
Zirich University. Ziirich was the first German-language University to establish 
a Chair of Business Economics, and Schér—the subject of this lecture—was the 
first holder of that Chair. The lecture mainly deals with Schar’s Allgemeine 

delsbetriebslehre which he published in 1911 when he was teaching in Berlin. 
One of the suggestions contained in the book and discussed in the lecture is to 
adjust rates of depreciation to changing degrees of utilisation. ] 


Miter (K.). Der Kapitalimport. Studie zur Theorie der inter- 
nationalen Kapitalbewegungen. St. Gallen: Verlag der Fehr’schen 
Buchhandlung, 1947. 8”. Pp. ix +198. Sw. fr. 13.50. 


[This is a St. Gallen dissertation which has the merit of introducing the new 
concepts of the multiplier and the principle of acceleration into the discussion of 
capital imports. The argument is clear but at a fairly elementary level. A final 
section on the movement of “‘ hot money ”’ into Switzerland in 1931 and 1932 
brings out the impossibility of statistical verification of theoretical views in the 
present state of statistics of balances of payments.] 





German. 


ScuneIpErR (E.). Einfiihrung in die Wirtschaftstheorie. Vol. I. 
Theorie des Wirtschaftskreislaufs. Tiibingen: J. C. B. Mohr (Paul 
Siebeck), 1947. 9’. Pp. vi + 82. 

[To be reviewed.] 


Italian. 


Scorro (A.). Aspetti economici e finanziari della durata degli 
impianti produttivi. Genoa: ‘‘ Il Nuovo Mondo,” 1947. 93’. Pp. 
79. 37651. 

(The first part of this study is concerned with the pure theory of the deter- 
mination of the optimum life of industrial equipment. The conclusions reached 
are then applied to the effects of taxation. An extensive list of works on the 
subject is given at the end.] 


Scorro (A.). Sulla pressione comparata dell’imposta sul reddito 
e dell’imposta sul consumo. Genoa: “Il Nuovo Mondo,” 1947. 
94”. Pp. 60. 

[A comparative study of the burden of an income tax and of that of a tax on 
consumption. } 


_ Steve (S.). Il sistema tributario e le sue prospettive. Rome: 
Rizzoli, 1947. 9”. Pp. 159. 4001. 

(This, the fourth of a series of studies of present-day economic problems of 
Italy, promoted by the Bank of Italy, is a study of the system of taxation. After 
a sketch of the main features of the system in force in the inter-war period, a 
striking comparison is made between Italian war finance in the two World Wars, 
as well as of the economic conditions of Italy on the eve of the two wars (the 
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national income per head, in lire of the same purchasing power, was almost 
identical, in 1914 and in 1938-39, at about 560 lire; but the proportion absorbed 
by taxation was nearly double in the latter year, being just under 25% 
In both periods about 70% of the tax revenue of the State was derived 
from indirect taxes). The first part of the book is concluded by a more detailed 
study of recent developments. As a brief survey of a complex subject it is a 
model of compression and of clear exposition. The last chapters consider the 
prospects of tax reform in the post-war situation and contain discussions of 
questions of wider than Italian interest (such as the illuminating distinction 
between the short- and long-period burden of indirect taxes on the lower-income 


classes, p. 101 ff.).] 
Polish. 


BuLawsk1 (R.). German Rural Population. Danzig: Baltic 
Institute, 1947. 8’. Pp. 55. 


[This is a translation of a paper read to the Research Council for Recovered 
Territory Problems in Cracow by Dr. Rajmund Bulawski, who is vice-chairman 
of the Council and Director of the Bureau of Settlement and Resettlement Studies. 
It is a consideration of the possibilities for resettling that part of the German 
rural population which has been, or is to be, evicted from the lands lost by 
Germany to Poland and some of her other neighbours. Dr. Bulawski estimates 
that by increasing the area under cultivation and by dividing up the large estates 
into smallholdings, the German rural economy could assimilate some two and a 
half million new farmers. ] 


Reconstruction of Europe. Poland, Recovered Territories. Poz- 
nan: Zachodnia Agencja Prasowa, 1947. 8’. Pp. 71. 

[A book designed to show by illustrations and by the written word how vital 
the Recovered Territories are to Poland, and of how comparatively little import- 
ance they were to Germany. It records that these lands constitute 32% of all 
Polish territory, house 30% of the population and have an average of 40-50% 
of the whole of Polish productive capacity. .While the lands formed 22% of 
German territory, they housed only 11-8% of the population, and their productive 
capacity amounted only to 10% of the German industrial output. The book is 
attractively produced; but it is unfortunate that the English bears unmistakable 
signs of having been written by someone whose native tongue it is not.] 


Official. 





BRITISH. 


Dental Supplies. Investigation into an Alleged Combine in the 
Manufacture and Sale of Dental Supplies in Canada. Ottawa: Com- 
missioner, Combines Investigation Act, Department of Justice, 1947. 
93”. Pp. 98. 25 cents. 

[This is the report of an investigation by the Canadian Commissioner under 
the Combines Investigation Act. The report concludes that ‘‘ the evidence 
reveals that the practices established by the Canadian Dental Trade Association 
and followed by its members have operated to eliminate price competition 
throughout almost the entire trade in dental supplies across Canada.’’ The 
report is of great interest as an example of the sort of investigation which might 
be practicable if similar measures to inquiry into possible monopolistic practices 
were introduced in this country.] 


Queensland Year Book, 1946. No. 7. Brisbane: Government 
Statistician’s Office, 1947. 84’. Pp. xi-+ 391. Cloth 3s. Paper 2s. 

[The general framework of Mr. Colin Clark’s admirable year-book continues 
with little change under his successor. There are additional tables in the 
sections dealing, amongst others, with rainfall, age and duration of marriage of 
mothers, irrigation, and personal incomes. ] 


BULGARIAN. 
Le Revenu National en Bulgarie, 1936-1945. Sofia: Haute 


Chambre d’Economie Nationale, 1947. 11’. Pp. 174. 


(This publication of the Haute Chambre d’Economie Nationale at Sofia, 
though written in Bulgarian, gives full summaries in French. It contains infor- 
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mation on the Bulgarian rural economy, on industry, transport and communica- 
tions, on commerce, on banking, on certain professions and on pensions. } 


INTERNATIONAL. 


International Bank for Reconstruction and Development. Second 
Annual Report, 1946-1947. Washington, D.C.: International Bank, 
1947. 103’. Pp. 40. 

[This contains a discussion of the réle of the bank, the principles that have 
been adopted and the procedure and operations that have been employed, its 
management and organisation, and some miscellaneous information on such 
matters as membership, subscribed capital, voting power and the like.] 


International Labour Office. Year Book of Labour Statistics. 
Ninth Issue, 1945-46. Montreal: International Labour Office, 1947. 
12”. Pp. xv + 284. Cloth 15s. Paper 10s. 


[This valuable statistical year-book has been somewhat enlarged and revised, 
but in the main follows its customary form. The year 1937 is now used wherever 
possible as a base. War-time figures are now very generally available. ] 


United Nations. Interim Co-ordinating Committee for Inter- 
national Commodity Arrangements. Review of International Com- 
modity Arrangements. Geneva: United Nations, 1947. 11”. Pp. 
58. 40 cents. 

[This is a Report of the Interim Co-ordinating Committee for International 
Commodity Arrangements. It provides a review of the work of the Committee 
and a record of the existing commodity agreements for a number of commodities, 
including wheat, rice, sugar, timber, wool, cotton, tea, coffee, beef, rubber, tin 
and petroleum.) 
























The National Institute of Economic and Social Research 


REGISTER OF RESEARCH IN THE SOCIAL SCIENCES, No. 5, 1947-8 


Previously circulated privately, the N.I.E.S.R. annual Register of Research will in future 
be published by the Cambridge University Press; the fifth issue is expected to be ready in 
the late spring of 1948. Each volume will contain a classified list of research in progress, 
including work for Ph.D. theses, with full particulars about each item where these are 
available. The Register is edited by Feodora Stone, Secretary of the N.I.E.S.R., with an 
Editorial Board consisting of F. A. Burchardt, of the Institute of Statistics, Oxford, 
D. V. Glass, of the Population Investigation Committee, E. J. Lindgren, of the Royal 
Anthropological Institute, and G. Woledge, Librarian of the British Library of Political 
and Economic Science. ‘ 


Subscription price, about 15s. net. Forms available from the publishers 


CAMBRIDGE UNIVERSITY PRESS 
Bentley House, 200 Euston Road, London, N.W.|! 





LONDON AND CAMBRIDGE ECONOMIC SERVICE 


BULLETIN 1. VOL. XXVI. PRINCIPAL CONTENTS FEBRUARY, 1948 


UNITED KINGDOM. New Index of Industrial Production: C. F. Carter, W. B. Reddaway, 
J. R. N. Stone and F. Winter. 
Aggregate Supply and Demand at the end of 1948: Jj. E. Meade and 
F. W. Paish. 
World Commodity Survey: C. F. Carter. 
External Trade in 1947: T. Barna. 
Finance: F. W. Paish. 


OVERSEAS SECTION. The Second Half of 1947 in U.S.A.: A. G. Hart. 
The Annual Subscription to the Service is 20s., but a special rate of 15s. has been authorised in respect of Fellows of the 
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